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mission, pointing out the necessity for 
inquiry into intercorporate transac- 
tions affecting consumers and inves- 
tors in Alabama, gave expression to 
those vigorous words out of a wealth 
of experience: 

“If the operating utilities and telephone 
companies are going to be allowed by the 
states in which they do business to con- 
tinue this system, the only way, in our 
humble judgment, that the states can have, 
or expect to have, intelligent, reasonable, 
and prompt regulation of these public serv- 
ice companies, is to require them to pay 
the additional cost that is necessary to 
enable the states to provide real and ef- 
fective regulation. The state will never 
have effective regulation until it provides 
by law for intelligent, prompt, and reason- 
able inspection and analysis of all these 
things which have been done, are being 
done, and, as long as human nature re- 
mains human, will continue to be done, and 
the states might just as well understand 
this, and act accordingly.” 2 
It is the purpose of this article to 

discuss the methods employed in 
financing regulation which have been 
adopted in the various states. By 
setting out these various methods and 
indicating their advantages and limi- 
tations the writer believes that a com- 
parison can best be made by those 
commissioners, legislators, and stu- 
dents of utility regulation and govern- 
ment finance from which the respec- 
tive merits of these methods may be 
judged. 


HE method of financing most 

commonly employed is that of 
the flat appropriation. In the budget 
covering all the activities of the state 
—the supreme court, the National 
Guard, the penal institutions, and so 
on—there is a lump sum set aside 
for the expenses of the commission 
regulating utilities. In some states 
this method of a flat appropriation is 


1Re Alabama Power Co. (Ala.) P.U.R. 
1932E, 323. 


combined with other methods which 
will be discussed below. For example, 
even in states in which the regulation 
of most utilities is provided for by 
lump sum appropriation, regulation 
of motor busses is usually financed 
through license or other fees. 

An appropriation of this kind ordi- 
narily comes out of the general fund 
of the state. In other words, regula- 
tion of public utilities financed by this 
method is paid for by the general tax- 
payer. Utilities are, of course, in- 
cluded among the general property 
taxpayers. The theory of the general 
appropriation for commission regula- 
tion is that everyone in the state bene- 
fits more or less equally from utility 
regulation just as the theory is that 
everyone benefits more or less equally 
from the National Guard, the supreme 
court, the expenses of the executive, 
and so on. 

This method has the advantage of 
being definite and certain. The com- 
mission knows exactly how much it 
has to spend and it can plan its annual 
budget on that basis. 


_ this method of financing has 
distinct limitations and disad- 
vantages. Perhaps the most import- 
ant limitation is a practical one and 
not one concerned with the theory of 
the flat appropriation. That practical 
difficulty is that legislators are loathe 
to impose additional taxes on general 
property, which in most states is al- 
most synonymous with real estate. 
This is a form of tax which tax ex- 
perts generally seem to feel has al- 
ready been relied upon too heavily. 
Consequently, adequate appropriations 
for commission activity which have 
to be paid for out of the general taxes 
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collected by the state are secured with 
great difficulty. The tendency is for 
the legislature to allow for any bi- 
ennium simply the same appropriation 
allowed for the past two years. In 
this way the increasing complexities 
of regulation and the greatly increased 
magnitude of the industries being 
regulated are disregarded. The writer 
knows of a state in which the duties 
of the commission have been greatly 
increased in the past fifteen years. 
This increase has been due not only 
to the fact that the utility industries 
have grown several times in property 
and plant during that time but also 
to the fact that many additional tasks 
have been loaded onto the commission 
by the legislature, including such mat- 
ters as Blue Sky regulation, regula- 
tion of motor busses, and other mat- 
ters. And yet in that same fifteen 
years the appropriation to the com- 
mission has remained at a standstill, 
and consequently the commission’s 
staff did not increase. This was in 
the face of a presentation by members 
of the commission to the legislature 
that the appropriation be increased 
commensurate with the increase in the 
weight of the tasks imposed. 


9 gona departments of the state 
government depending upon ap- 
propriations from the general fund 
are likely to have less difficulty in 
securing proper allowances for their 
budget. For example, the Conserva- 


tion Commission has behind it the or- 
ganized power of such associations as 
the Izaak Walton League, as well as 
the lumber and recreation interests. 
The Industrial Commission usually 
has the organized support before the 
legislature of trade union organiza- 
tions. But for the most part the 
utility commissions, in seeking ade- 
quate appropriations, must rely simply 
upon the unsupported merit of their 
case. Consumers, as a class, are no- 
toriously unorganized and disinclined 
to support a state body in a request 
for an appropriation, while the public 
utilities, for the most part, have in the 
past been inclined to use their influence 
to hold down commission appropria- 
tions, this being the most effective 
way to minimize the unfavorable in- 
cidence of regulation. To this gen- 
eral statement an emphatic exception 
must be made in the case of a number 
of more farsighted utility executives. 


N” only is a fixed appropriation 
likely to be a handicap to a com- 
mission seeking sufficient funds for 
its proper activities because of the 
difficulty of securing such appropria- 
tions from the general fund but the 
inflexibility of such an appropriation 
is a distinct disadvantage. It is well 
known that the quantity of work 
which a commission must perform 
varies greatly from year to year, and 
the amount of work which must be 
done can hardly be foreseen when the 


= 


appropriation) method is paid for by the general tax- 
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commission regulation is that everyone in the state benefits 
more or less equally from utility regulation.” 
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legislative committees and budget di- 
rectors are planning the appropria- 
tions for the biennium, or even for a 
single year, where that practice pre- 
vails. In one year a commission may 
have cast upon it the duty of valuing 
several large properties, due to formal 
complaints, or to other factors, such 
as changes in price levels and general 
business conditions, expansion and 
consolidations, a period of heavy cap- 
ital issues, etc. These and other situa- 
tions may increase a commission’s 
work many-fold over a 2-year period, 
and with the inflexibility of appropria- 
tions the commission is caught short 
and cannot adequately function. 


HERE is a second major method 
of financing the cost of regula- 
tion. That method may be described 
in a phrase as imposing the cost of 


regulation upon utilities themselves. 
There are various aspects of this 
method. The registration or license 
fees exacted of motor carriers to be 
used to defray the cost of regulation 


is a familiar example. Another 
method quite common, and often used 
as a supplement to the flat appropria- 
tion, is the general pro rata assess- 
ment. Under this method the appro- 
priation is in the form of a lump sum, 
but some agency of the state is author- 
ized to apportion and collect this sum 
from the various utilities in propor- 
tion to their gross earnings, or some 
other basis of proration. 

In 1931 the Wisconsin legislature 
passed a statute providing for the 
financing of utility regulation by a 
combination of three methods: (a) 
A flat appropriation ; supplemented by 
(b) a power in the commission to as- 
sess the costs of special investigations 


upon the particular utility under in- 
vestigation, and further supplemented 
by (c) a pro-rata assessment against 
all utilities based on gross revenues 
for the remaining expenses of the 
commission not attributable to par- 
ticular inquiries. Other states, par- 
ticularly in recent years, have enacted 
statutes comparable in purpose al- 
though generally not so extensive and 
detailed in their provisions. An an- 
alysis of the Wisconsin statute will 
serve to illustrate the method and pre- 
pare a background for the discussion 
of its advantages, its limitations, and 
the administrative and constitutional 
difficulties which it presents. 


TS statute (§ 196.85, Wisconsin 
Laws of 1931 as amended by 
Chap. 16, Laws of Special Session 
1931) provides that whenever the 
commission, either in a proceeding on 
its own motion or on complaint, or 
on application made to it, finds it 
necessary to investigate the accounts 
and practices of any utility, whether 
privately or publicly owned (except 
motor carriers and railroads) or make 
appraisals, the utility so investigated 
or appraised shall pay “the expenses 
reasonably attributable thereto.” The 
statute as initially passed authorized 
the commission to make exemptions 
from the broad provisions of this 
law, but in the special session of 1931 
the exemption was repealed. An up- 
per limit on the commission’s power 
to impose these expenses is provided. 
Within any one calendar year no 
more than one half of one per cent 
of the gross operating revenue de- 
rived from intrastate operations in 
the last preceding calendar year can 
be charged against any utility. Any 
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How Wisconsin Provides for Financing Regulation 
“(a) A flat appropriation, supplemented by: 


“(b) A power in the commission to assess the costs of 
special investigations upon the particular utility under in- 
vestigation, and further supplemented by: 


“(c) A pro-rata assessment against all utilities based on 
gross revenues for the remaining expenses of the commission 
not attributable to particular inquiries.” 





excess over this limit must be paid 
out of the general appropriation to 
the commission. 

The commission has overhead costs 
which are not directly attributable 
to any particular investigation. In- 
stances are the salaries of commis- 
sioners, the expense of the general 
office, the reportorial staff, and other 
activities. Consequently, two other 
supplementary methods of financing 
were provided. One of these was a 
general flat appropriation from the 
general fund, a sum considerably less 
than required when the general fund 
was the sole source of the commis- 
sion’s revenue. The additional sup- 
plemental method is a pro-rata assess- 
ment for costs not specially charge- 
able. The commission is directed 
annually to ascertain the total of its 
expenditures attributable to the per- 
formance of its duties, and to deduct 
from such total all amounts collected 


from the utilities by reason of special 
investigations. The remainder is then 
to be assessed to the several public 
utilities in proportion to their respec- 
tive gross operating revenues during 
the last calendar year. 


6 be. provisions with respect to the 
general assessment and the flat 
appropriation are, of course, no differ- 
ent from those provided for in states 
where this method is the sole means of 


financing regulation. The aspect of 
this statute which is interesting in this 
inquiry relates to the assessment 
against particular utilities of the costs 
of investigations of their properties 
and accounts. 

The Wisconsin statute is by no 
means the first resort to a different 
technique of financing investigational 
cost. A substantial number of states 
have had powers of this character for 
some years. There seems, however, 
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to be a tendency in the direction of 
this type of statute. For example, in 
1931 Kansas and New Hampshire 
passed similar statutes. Jurisdictions 
such as Michigan, Ohio, Indiana, and 
the District of Columbia, have had 
comprehensive laws on their books 
for a number of years which employ 
this method. 

One of the chief advantages of the 
Wisconsin statute is its flexibility. 
The duties of the commission were 
greatly increased by legislation in the 
1931 session, particularly that relating 
to holding companies and deprecia- 
tion. In addition, as everyone close 
to the actualities of regulation knows, 
the urgent pleas of hard-pressed con- 
sumers for rate reductions have tre- 
mendously increased the burden upon 
the regulatory commissions and there- 
by increased their need for an ade- 
quate staff to carry on the work of 
investigation with expedition. Under 
this statute the Wisconsin commission 
has been able to meet this increased 
quantum of responsibility more nearly 
than it could possibly have done under 
a fixed appropriation ; when the legis- 
lature met in 1931 it could not be 
clearly foreseen that so great an in- 
crease in the commission’s task was 
in the offing. 


N the hearings before the legislative 

committee other advantages and 
grounds for passing the statute were 
advanced. It was pointed out by pro- 
ponents of the legislation that an in- 
vestigation of the rates of the com- 
pany serving the metropolitan city, 
Milwaukee, might well involve a cost 
of several hundred thousand dollars. 
It was urged that this expense was an 
advantage only to the consumers in 


Milwaukee and the utilities serving 
that community and that it was, there- 
fore, an injustice to place part of that 
cost upon the taxpayer in some small 
town in the northern part of the state. 
In other words, it was urged that the 
cost of regulating a particular utility 
should be apportioned to the utility 
which is the immediate occasion for 
the investigation. To the extent that 
the cost of the investigation is passed 
on to the consumer in his rates, it is 
charged to the consumer in the par- 
ticular community receiving the bene- 
fit of the activities of the state com- 
mission and its staff rather than to 
the entire body of taxpayers. The 
desirability of getting away as far as 
possible from the burdensome prop- 
erty tax by substituting other means 
of collecting revenue was also pointed 
out as an argument in favor of the 
legislation. 


NDORSEMENT of this form of 

legislation has come from a num- 

ber of sources. Out of years of close 

contact with regulation the able gen- 

eral solicitor for the National Associa- 

tion of Railroad and Utilities Com- 
missioners has said : 

“IT have long thought this was the way 
such costs should be borne, for the reason 
that it places the cost upon those benefited 
by the investigation, if benefit arises, who 
are the ratepayers.” 

No less distinguished authority than 
Commissioner Joseph B. Eastman has 
said of such a statute that “it follows 
principles which are perfectly sound 
and might well be followed generally 
in connection with the public regu- 
lation of railroads and _ utilities.” 
Opposition to the legislation came 
primarily from the telephone utili- 
ties. The electric and gas utilities 


728 





PUBLIC UTILITIES FORTNIGHTLY 





A Method of Supplementing the Flat Appropriation 
with Pro-rata Assessments 


ah yr method (of financing) quite 
common, and often used as a supple- 
ment to the flat appropriation, is the general 


pro-rata assessment. 


Under this method the 


appropriation is in the form of a lump sum, 
but some agency of the state is authorized to 
apportion and collect this sum from the various 
utilities in proportion to their gross earnings, 


or some other basis of proration.” 





did not oppose the passage of the law. 


— argument urged most strong- 
ly against the legislation was that 
the principle was unsound. It was 
said that the public service commis- 
sion is no different from any other 
state agency; that the benefits of the 
commission were shared equally by 
all the residents of the state, and that, 
therefore, its burdens should likewise 
be equally borne through general taxa- 
tion. A point strenuously made was 
that the statute gave the commission 
powers which could be readily abused 
by arbitrarily singling out particular 
utilities and imposing heavy cost upon 
them. The suggestion that the ends 
of a political machine could be fur- 
thered by the device of the statutes 
was pressed upon the legislative com- 
mittee. The small telephone compa- 
nies particularly were concerned over 
the fact that they operate on so small 
a margin that the cost of a single 
investigation could very easily put 
them in a hopeless financial condition, 
In order to protect against such a 
situation the limitation of one-half of 
one per cent as the maximum charge- 


able against any utility in a single year 
was suggested by the commission and 
adopted by the committee and the 
legislature. 

The statute had not been in force 
long before its constitutionality was 
challenged, and sustained by the Wis- 
consin state supreme court,* which 
held that the power to impose upon 
public utilities the cost of their regula- 
tion “undoubtedly resides in the legis- 
lature. It is a well-settled principle 
that the cost of regulating and super- 
vising certain businesses may be 
imposed upon such businesses so long 
as the amount imposed does not ex- 
ceed the reasonable cost of regulation, 
and so far as the power is not prosti- 
tuted to the purpose of raising general 
revenue.” The court was of the opin- 
ion that the imposition of such costs 
could be made as a condition of the 
granting of a franchise, or that in the 
case of a franchise already granted 
they could be imposed under the 
power to alter and amend corporate 
charters. The court also sustained the 


2In Wisconsin Teleph. Co. v. Public Serv- 
- Commission, P.U.R.1932B, 195, 240 N. W. 
411. 
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constitutionality of the proviso au- 
thorizing exemptions, which proviso, 
as has been said above, was repealed 
in the special session. 


U seems that there can be little ques- 
tion that under the Federal Con- 
stitution a statute such as the Wiscon- 
sin law is constitutional. The point 
was first squarely decided in Char- 
lotte, C. & A. R. Co. v. Gibbes (1894) 
142 U. S. 386, 394, 35 L. ed. 1051. 
There a statute provided for the 
creation of a railroad commission 
charged with the enforcement of the 
laws regulating railroads. The stat- 
ute provided that the entire expenses 
of the commission, including the sal- 
aries of the commissioners, should be 
borne by the railroads. The plaintiff 
railroad claimed that the statute vio- 
lated the Fourteenth Amendment by 
taking its property without due proc- 
ess of law and denied to it equal pro- 
tection of the laws. The court held: 


“The mode or manner of regulation is 
a matter of legislative discretion. When 
exercised through commissioners, their 
services are for the benefit of the railroad 
corporations as well as of the public. 
Both are served by the required super- 
vision over the roads and means of trans- 
portation, and there would seem to be no 
sound reason why the compensation of the 
commissioners in such case should not be 
met by the corporations, the operation of 
whose roads and the exercise of whose 
franchises are supervised. In exacting 
this there is no encroachment upon the 
Fourteenth Amendment. Requiring that 
the burden of a service deemed essential 
to the public, in consequence of the exist- 
ence of the corporations and the exercise 
of privileges obtained at their request, 
should be borne by the corporations in 
relation to whom the service is rendered, 
and to whom it is useful, is neither deny- 
ing to the corporations the equal protec- 
tion of the laws nor making any unjust 
discrimination against them. All railroad 
corporations in the state are treated alike 
in this respect. . . . The rule of equality 
is not invaded where all corporations of 
the same kind are subjected to like 
charges for similar services, though no 


charge at all is made against other cor- 

porations. 

“There are many instances where parties 
are compelled to perform certain acts and 
to bear certain expenses when the public 
is interested in the acts which are per- 
formed * much as the parties themselves. 

. In such instances, where the in- 
terests of the public and of individuals are 
blended in any work or service imposed by 
law, whether the cost shall be thrown 
entirely upon the individuals or upon the 
state or be apportioned between them, is 
matter of legislative direction.” 

Other cases following the reason- 
ing of the Gibbes Case, are People 
ex rel. New York Electric Lines Co. 
v. Squire (1892) 145 U. S. 175, 36 
L. ed. 666, where electric companies 
were required to pay the salary of 
subway commissioners; St. Mary’s 
Franco-American Petroleum Co. v. 
West Virginia (1906) 203 U. S. 183, 
191, 51 L. ed. 144, where foreign 
corporations were compelled to pay the 
state auditor for acting as agent for 
the service of process, and Bank of 
Oxford v. Love (1919) 250 U. S. 
603, 606, 607, 63 L. ed. 1165, where 
a statute assessing banks for the ex- 
pense of the state banking department, 


was upheld. 


HE foregoing decisions did not, 

however, cover the case of an 
assessment of costs to a particular 
utility for a special investigation of 
its property or accounts. Such an im- 
position was sustained in Consolidated 
Coal Co. v. Illinois (1902) 185 U. S. 
203, 209, 46 L. ed. 872. In that case 
state mine inspectors were empowered 
to make inspections as often as they 
deemed necessary, and to charge the 
cost of such inspection against the 
particular mine visited, “the fee to be 
regulated by the class of mine, which 
shall be fixed by the inspector and 
depend upon the length of time con- 
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sumed, and the expense necessarily in- 
curred in the inspection of such 
mine,” a minimum of $6 and a maxi- 
mum of $10 for each visit being pro- 
vided. The United States Supreme 
Court sustained the statute saying: 
“We do not regard the act as necessarily 
violative of the Fourteenth Amendment in 
the fact that some discretion is allowed to 
the inspector in determining the number 
of times the mines shall be es eee and 
the fees fixed therefor. ‘ 

It should perhaps be pointed out 
_that the method of the Wisconsin 
statute is a common one in other fields 
of state administration. For example, 
the costs of investigations of insur- 
ance companies by the insurance de- 
partment, of banks by the banking 
department, and other similar activi- 
ties are familiar illustrations. 


P . genep sosmunet of this statute would 
be incomplete without some ref- 
erence to the administrative problems 
which such a statute brings with it. 

The Wisconsin commission, imme- 
diately after the passage of the law, 
set about to devise a procedure for 
the administration of the law, which 
is briefly as follows: 

When an investigation is instituted, 
either upon complaint or upon the 
commission’s own motion, notice 
thereof is given to the utility in ques- 
tion and the cost accounting depart- 


e 


ment of the commission assigns the 
case a particular work number. Every 
employee of the commission is re- 
quired to fill out a daily time card. 
On this card he records the work 
number of the “charge” case on which 
he is engaged, the hours spent on the 
case, and a rather full statement of 
the nature of the work he has been 
doing. A close check on the amount 
and nature of the work is kept both 
by the department head and the cost 
accountant. Each month, according 
to the usual practice, the cost account- 
ing department, from the daily time 
cards thus kept, prepares what is 
called a tentative bill. This tentative 
bill sets out, inter alia, the names of 
the employees engaged on the work, 
the hours spent, their hourly rate ac- 
cording to a method of computation 
worked out by the cost accounting de- 
partment, and the tota! sums charge- 
able for the month. The utility is 
given a period of time in which to 
request a conference or a formal hear- 
ing on this tentative bill. After such 
conference or hearing is held, if it is 
requested, the commission makes 
findings as to the costs reasonably 
attributable to the investigation, and 
this finding is then sent in the form 
of a final bill to the utility, which then 
has thirty days in which to pay. If it 
fails to pay within that period the 


tioned to the utility which is the immediate occasion for 


q “THE cost of regulating a particular utility should be appor- 


the investigation. 


To the extent that the cost of the in- 


vestigation is passed on to the consumer in his rates, it ts 
charged to the consumer IN THE PARTICULAR COMMUNITY 
receiving the benefit of the activities of the state commis- 
sion rather than to the entire body of taxpayers.” 
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attorney general is directed to bring 
suit to collect the sum found to be 
due. In such suit the statute provides 
that the findings of fact of the com- 
mission are to be regarded as prima 
facie true. 


HE Wisconsin commission has 
found that with a careful and 
exacting system of cost accounting 
there are rarely controveries over the 
items of these bills for special investi- 
gations, although 145 cases have been 
docketed in which charges against the 
utility investigated have been made. 
Only one utility, in all this entire 
group of 145 cases, has ever raised 
any question about the propriety of 
the items of the bills, the constitution- 
ality of the law, the reasonableness 
of the charges, or made any other 
objection of any kind which was not 
adjusted within the department. 
Nevertheless, the administrative 
difficulties which may arise where 
controversies over these bills appear 
should not be minimized by anyone 
interested in this form of the financing 
of regulation. The time consumed in 
hearings and conferences on contested 
bills with respect to the one utility 
which has raised questions respecting 
its bills, has been a real burden on the 
commission, confronted as it has been 
with a plethora of duties. Further- 
more, the time and the expense of 
litigation must not be minimized, for, 
of course, it is the constitutional right 
of any utility to carry its claim of un- 
reasonableness or unconstitutionality 
with respect to any particular bills to 
the courts, and this may be repeated 
as often as bills are rendered. But 
more important still is the uncertainty 
which the contesting of bills places 


upon the commission’s financial ma- 
chinery. If the contested bills repre- 
sent large sums the commission’s en- 
tire financing can be jeopardized by 
persistent refusal to pay without 
litigation. During the period of the 
litigation, the functioning of the com- 
mission may be seriously handicapped 
and the investigation itself may have 
to be dropped. Under a lump sum 
appropriation no such uncertainty 
arises. 


N the other hand, a summary 

method of collecting the bills 
may prevent this uncertainty due to 
contested and litigated bills, leaving 
the utility with the remedy of suing to 
recover back where it believes itself 
aggrieved. The constitutionality of 
such summary procedure seems clear.® 
If this method, common in tax stat- 
utes were employed, the sums billed 
could be paid into the commission’s 
revolving fund and then if the litiga- 
tion went against the commission, re- 
covered back from the general fund, 
provision being made for recoupment 
of the general fund from that portion 
of the general fund allocated to the 
commission. 

Another factor which should not be 
overlooked in the administration of a 
statute of this kind is the necessity 
for a margin of working capital. Be- 
tween the time when the costs are in- 
curred and disbursements made by the 
commission, and the time when the 
utility must pay that cost a period 
elapses which in Wisconsin may be 
sixty days. Provision should be made 
against this lapse by some working 
capital arrangement. 


3 See Phillips v. Commissioner of Internal 
Revenue (1931) 283 U. S. 589, 596, 597, 75 
L. ed. 1289. 
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Holding Company Practices 


THAT INVITE REGULATION 


Faults in the financial structures and methods of some 

of the utility super-companies, as revealed during the 

past three years of depression, that have created a 
demand for governmental control. 


By JAMES C. DE LONG 


HE day of regulation for the 
public utility holding company 


is about to burst into dawn. 
Perhaps into a dawn that (to quote 
the Rudyard Kipling phrase) “comes 
up like thunder.” 

We do not have to go far in search 
for the cause of the sudden wide- 
spread interest in this regulatory 
problem. The story of what has hap- 
pened has been told in newspaper 
headlines. Misjudgment in business 
and un-Americanism have become 
synonymous, and failure is summarily 
dealt with in the forum of public opin- 
ion. 

During the calamitous years of 
1893 to 1896, when the railroads were 
floundering about in pools of red ink, 
a symphony of protests went up 
against all phases of railroad opera- 
tion and every nostrum, from more 
intensive regulation to outright gov- 
ernment ownership and operation, was 
proposed. 


That same drama is now being re- 
énacted—with the public utilities oc- 
cupying the center of the stage. It 
can be directly traced to the utility 
holding company record of the past 
three years. 


_ the interval of readjust- 
ment and reappraisal of values 
which began in the fall of 1929, more 
than one hundred enterprises, identi- 
fied in one capacity or another with 
the public utility industry, have 
sought the refuge of receivership. 

During this same period an equally 
large number of corporations have 
escaped the courts only through credi- 
tor indulgence or improvised financial 
policies which have proved acceptable 
to security owners under existing con- 
ditions. 

That corporate casualties in the util- 
ity field have reached such amazing 
proportions attests in part to the in- 
tensity and duration of the depression. 
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The number and the character of cer- 
tain of the companies included in the 
list, more accurately reflect a funda- 
mental weakness in the financial sys- 
tem of the upper stratum of the indus- 
try where resides the holding com- 
pany. 

Prior to 1929 when economists 
were courageously dealing in catch 
phrases, the public utilities were la- 
beled with the happy descriptive of 
“depression proof.” The argument 
was advanced (if argument were 
needed) that an industry serving so 
large a segment of the population of 
this country with prime necessities 
could not be materially affected by the 
changing business cycle. 

Like most economic philosophy 
born of the “New Era,” this happy 
theory has been submerged by events 
of the past three years. It will likely 
remain submerged until it is rejuve- 
nated by a new crop of economic seers 
intent upon justifying a new plane of 
inflated values. 


HE theory that utility companies 

were “depression proof” erred in 
that it did not recognize the peculiar 
position of the holding company 
which had come to be part and parcel 
of the utility industry. 

It is true that the operating compa- 
nies, particularly those in the electric 
light and power field, have been but 
moderately affected by the depression. 
The slightly smaller revenues of this 
group, resulting from lessened de- 
mands for power by industry, have in 
large measure been off-set by operat- 
ing economies, so that net profits of 
these units are but slightly under 1929 
levels. Yet, according to a recent 
compilation of Dow, Jones & Com- 


pany, of the total bond issues in de- 
fault as of August 1, 1932, aggregat- 
ing more than two and one-half bil- 
lion dollars, the public utilities con- 
tributed more than any other single 
industry, with seven hundred and 
seventy two million dollars, or nearly 
thirty per cent of the total. 


XAMINATION of the records of de- 
faulted utility enterprises quick- 
ly demonstrates that by far the larger 
number have been of the holding com- 
pany type and that the primary cause 
of financial difficulties has been man- 
agerial policies and to some extent, 
faulty capitalizations. 

Apart from those organizations 
which have been conceived along ad- 
mittedly unsound economic lines, the 
holding company is a fair weather 
bark and can function most effectively 
during a period of expanding operat- 
ing company revenues. In the majo- 
rity of cases, the capital structure is 
so arranged that any perceptible 
change in income of the underlying 
units is considerably magnified by the 
time it reaches parent company capi- 
tal stock. Such an arrangement, of 
course, works a material hardship up- 
on the holding company during a pro- 
longed period of declining operating 
income; in the present instance it has, 
in many cases, resulted in elimination 
of holding company profits, omission 
of dividends, impairment of credit 
standing, defaults, and receiverships. 


ET, for all this, and notwithstand- 
ing the uninspiring holding com- 
pany record during the past three 
years and the fact that as an instru- 
ment in the hands of promoters it can 
work injury upon innocent investors, 
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the holding company principle is sound 
and will endure. 

The vital functions performed by 
holding companies appear necessary 
to further development of the utility 
industry in this country, and this sys- 
tem will survive both the depression 
and further political attack. It ap- 
pears probable, however, that the 
laissez faire policy of the Federal gov- 
ernment and lack of jurisdiction of 
the state commissions will be correct- 
ed by some method of Federal con- 
trol. Certainly it will be if the pres- 
ent trend of political thought is cor- 
rectly interpreted. 

For this the holding companies 
have only themselves to blame. 

If their power to do public injury 
were confined solely to that group 
which purchases securities for profit 
or income, the chances are that hold- 
ing company regulation would be of 
small concern to the lawmakers, since 
it has long been recognized that those 
who engage in the business of stock 
trading must assume the attending 
risks. But certain practices engaged in 
by the hard-pressed holding compa- 
nies during the recent past have in- 
fluenced costs to the consumers, and 
this poaching upon almost sacred do- 
main is likely to carry the penalty of 
regulation, for both the offending and 
the innocent members of the industry. 


[’ the depression had not intervened, 
it is probable that a considerable 
interval would have elapsed before 
very tangible effects of the holding 
company would have been felt by the 
consumer. 

In normal times, even the least con- 
servative holding organizations de- 
pend in large part upon interest and 
dividends from investments and man- 
agement fees from its constituent 
units for their income, and upon the 
speculatively minded public for new 
capital. There was, prior to the de- 
pression period, no need for resort to 
practices which directly or indirectly 
might influence the costs of services 
to the ultimate consumer. The de- 
pression, however, has served the 
two-fold purpose of revealing the in- 
tricate holding-operating company in- 
ter-relationship and bringing out the 
fundamental weakness of a system 
which lends itself to certain forms of 
abuse by the controlling unit. 


HE holding company is clothed, 

indirectly at least, with a public 
interest. That it has the power to do 
public injury (and this includes inves- 
tors and consumers alike) cannot be 
denied even by the most biased de- 
fenders. The theory that state com- 
mission control of the operating com- 
panies is sufficient public protection 


e 


holding company which are limited to that amount of cash 


q “Wuite holding that loans of operating companies to the 


which might be distributed in dividends would not adverse- 
ly affect the interests of consumers, the (Massachusetts) 
commission rightly contends that ‘gas and electric compa- 
nies are organized to manufacture and sell gas and electric- 
ity and not to engage in the business of lending money.” 
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has been exploded by events of the re- 
cent past. The commissions have 
proved themselves powerless to cope 
with many phases of the situation and 
have stood helplessly by while public 
interests, which they have been 
charged with the responsibility of 
guarding, have been made the prey of 
exploitation. While such practices 
have been by no means general, the 
examples of this abuse of trust have 
been numerous enough during the 
past three years to provide ample am- 
munition for political marksmen, and 
to place the industry on the defensive 
for a long time to come. 

The weakest point in the holding 
company system, and one which has 
been brought very much into the lime- 
light during the past few months, has 
to do with financial policies resorted 
to by many of these units under stress 
of the times. 

One of the accepted holding com- 
pany functions is to render financial 
assistance to its constituent units. 
This financial succor is extended in 
the form of short-term loans, arrange- 
ment and sale of operating company 
bonds and stocks, or use of holding 
company credit in the matter of pur- 
chases. This conventional financial 
policy was followed with few excep- 
tions during normal economic condi- 
tions, and under the arrangement, the 
costs of capital to the industry were 
steadily reduced. With the eclipse of 
the bull market and resultant depletion 
of speculative capital and impairment 
of the holding company credit stand- 
ing, these units found it increasingly 
difficult to attract public funds. Dur- 
ing the year 1931 but $135,000,000 of 
debenture financing, peculiar to the 
holding company, was engaged in by 


the industry as compared with $377,- 
615,000 in 1930 and $292,200,000 in 
1929. 


YY" the needs for new funds on the 
part of these companies continued, 
particularly for refunding purposes. 
As a result, the public was treated to 
the sorry spectacle of operating com- 
panies coming to the assistance of the 
parent concern with funds set aside to 
provide for normal requirements of 
the business and economic emergen- 
cies such as the one through which we 
were passing. While it is true that 
this procedure usually represented the 
course of last resort for the parent 
company, the fact that such a step was 
taken at all and that the holding com- 
pany had the power to thus reduce the 
working capital of the operators, rep- 
resents a situation so in need of cor- 
rection that the wonder is such a de- 
fect so long escaped the prying eyes 
of the lawmakers. 

The past three years have furnished 
us with a fairly large number of con- 
crete examples of this novel policy of 
intercompany exchange of funds. 

As the practice is usually resorted 
to only in distress circumstances the 
public utility analyst has come to re- 
gard the balance sheet item “advances 
to associated companies” as a danger 
signal and its presence even in the 
most soundly financed and conserva- 
tive operating situations is apt to sway 
his judgment as to the investment 
character of their securities. Al- 
though this practice has received a 
great deal of publicity, where brought 
in detail by collapse of the top com- 
panies, it is more general than popu- 
larly appreciated and is currently be- 
ing followed by many solvent holding 
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How Loans by Operating Companies Affect Utility Rates 


So companies which find them- 
selves in the unfortunate position of 
creditors of an insolvent parent company have 
some bad debts to work off. Their fixed charge 
burden has been increased, their working capital 
has been diluted, and bank loans must be 
liquidated from current earnings. In this posi- 
tion their credit standing is impaired and they 
are forced to pay more dearly for new capital. 

They thus appear to have a just claim 
for higher rates which the state commissions 


may find it difficult to refuse.” 





company managements to support 


sagging structures. 


Ber records reveal that the vari- 
ous steps initiated by the major- 
ity of insolvent public utility holding 
companies to stave off receivership 
have been fairly uniform. With the 
complete breakdown of such capital- 
securing machinery, bank borrowing 
was first resorted to and there loans 
were secured by pledge of the more 
valuable securities held in the com- 
pany’s investment portfolio—usually 
bonds and voting stock of operating 
companies. 

After exhausting their credit at the 
banks and making an unsuccessful at- 
tempt at raising funds in the open 
market, the credit and financial re- 
sources of the utility operating com- 
panies were called into play. Wheth- 
er this step was ethical or not, it has 
reacted to the disadvantage of the op- 
erating companies, particularly where 
carried to the extremes later revealed 
in many situations. If the practice 
had been limited to short-term bor- 


rowing within the capacity of the op- 
erating company to lend, and if the 
loans had been amply secured; in 
short, if the loan had been freely ne- 
gotiated without duress, it is likely 
that the operators would not have 
been left holding the bag. Unfortu- 
nately the practice was carried to the 
point where the operators were forced 
to capitalize to the full all mortgage- 
able property, dip into working capi- 
tal, and even in certain instances, util- 
ize their credit standing in the local 
communities by bank borrowing to 
meet the demands of the distressed 
parent concern. 

Where receivership has overtaken 
the holding company, the operators 
who advanced unsecured loans have 
found themselves in the uncom forta- 
ble position of general creditors, in 
the majority of instances in a subordi- 
nate position to the banks, and stand- 
ing to lose a substantial amount of 
their advances. The chief assets of 
the majority of insolvent holding com- 
panies consist of securities, the more 
valuable of which are usually found 
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to have been pledged as collateral se- 
curing bank loans and parent com- 
pany secured bonds. At present secu- 
rity price levels, liquidation of un- 
pledged issues would hardly result in 
enough to meet the costs of receiver- 
ship and liquidation and general cred- 
itors would stand to lose a goodly por- 
tion if not all of the sums advanced. 


HE ultimate influence of this cy- 

cle upon rate structure can be 
logically inferred. Operating compa- 
nies which find themselves in the un- 
fortunate position of creditors of an 
insolvent parent company have some 
bad debts to work off, regardless of 
the adjustments made. Their fixed 
charge burden has been increased, 
their working capital has been diluted, 
and bank loans must be liquidated 
from current earnings. In this posi- 
tion their credit standing is impaired 
and they are forced to pay more dear- 
ly for new capital. Costs of operat- 
ing are thus increased and return on 
investment reduced. They thus ap- 
pear to have a just claim for higher 
rates which the state commissions 
may find it difficult to refuse. 

This illustrates simply the defects 
of present holding company system 
and the shortcomings of present reg- 
ulatory methods. 

While the financial practices adopt- 
ed by a few holding companies have 
been clearly the result of economic 
conditions which have prevailed dur- 
ing the recent past, the. resultant evil 
has not been so important as the im- 
perfections that have been disclosed in 
a system which lends itself so readily 
to such abuse. The condition in which 
many holding companies found them- 
selves after a year of acute economic 


and financial hardship, tested the in- 
tegrity of the most trusted servants 
of the industry, and the unethical 
practices resorted to in an effort to 
save wholly hopeless situations ap- 
pear to have been the means to an end 
rather than wilful intent to do public 
injury. The time has come to sit in 
judgment upon the system rather than 
its unfortunate victims, and to temper 
criticism with the thought that under 
similar conditions, our own actions 
might not have been much different. 


NTIREGULATION proponents and 
those who most severely con- 
demn unethical financial policies of the 
few offending members advance the 
thought that honesty of holding com- 
pany management is the corrective 
and that this defies regulation. 

This contention is true as far as it 
goes, but it stops short of the mark. 
Honesty is a relative term and sub- 
ject to broad interpretation and elas- 
tic application if the need arise. If the 
holding company group is to be freed 
of the onus of unethical financial 
practices, there must be a correction 
of certain features of the present sys- 
tem to the end that a strain will not be 
imposed upon honest motive at peri- 
odic intervals. Even if a complete re- 
adjustment is necessary, the power to 
do evil and the temptation to depart 
from sound economic practice must be 
reduced to a minimum. It must be 
frankly admitted, however, that this 
power has not been greatly mitigated 
up to the present time, either through 
pressure from within the industry or 
threat of regulation from without. 


HAT one commission at least is 
alive to the situation is indicated 
by the recommendation of the Massa- 
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chusetts Department of Public Utili- 
ties to the legislature of that common- 
wealth, requesting that jurisdiction be 
granted the commission over loans by 
gas and electric companies to other 
companies. While holding that loans 
of operating companies to the hold- 
ing company which are limited to that 
amount of cash which might be dis- 
tributed in dividends would not ad- 
versely affect the interests of consum- 
ers, the commission rightly contends 
that, “gas and electric companies are 
organized to manufacture and sell gas 
and electricity and not to engage in 
the business of lending money.” 

Other commissions have followed 
the lead of the Massachusetts body 
and it is possible that the holding com- 
pany “power to do evil’ will be con- 
siderably reduced in many states be- 
fore more effective regulation inter- 
venes. 

Still another corrective has been 
proposed by Mr. John E. Zimmer- 
mann, president of the United Gas 
Improvement Company. Before the 
Electrical Association of Philadelphia 
on December 10, 1931, he stated in 
part : 


“It is inevitable, in an industry which has 
expanded so rapidly and which has been 
called upon to solve so many new and dif- 
ficult problems in finance, engineering and 
management, that mistakes have been 
made, unsound financial practices followed 
in some instances, and unwise managerial 
policies put into effect in others. It does 
not seem to me, however, that anything con- 
structive will be accomplished by destroy- 
“~ the industry for the sake of punishing 
a few. 

“Instead, therefore, of criticizing the in- 
dustry as a whole, the effective way to cor- 
rect abuses which may exist is for the pub- 
lic to exercise discriminating judgment be- 
tween those companies and groups of com- 
panies whose properties are conservatively 
financed and managed in conformity with 
the best business standards of the day, and 
that relatively small number of companies 
or groups whose unsound financial or man- 


agerial policies and practices have brought 

discredit upon the industry as a whole.” 

While this suggestion has merit, it 
places the question in the forum of 
public opinion which is too easily 
swayed by political spell-binders. 
From the standpoint of investor dis- 
crimination, it is true that develop- 
ments of the past three years have en- 
couraged a greater degree of caution 
and selectivity, yet this policy is likely 
to be forgotten in another period of 
speculative enthusiasm. There is no 
doubt, however, that this policy has 
severely penalized offending members 
and has been instrumental in inducing 
a few to return to more conventional 
practices. 


HE most effective weapon to deal 
with present-day holding com- 
pany unsound financial practices is 
regulation at the top rather than 
granting additional powers to the 
state commissions or reliance upon 
public judgment. 
There must be, among other things, 
a uniform system of public utility 
holding company accounting such as 
prevails among the railroads and 
standardization, as nearly as possible, 
of costs of holding company services 
to the operating concerns. It hardly 
seems possible that this can be brought 
about without creation of a Federal 
agency vested with the power to su- 
pervise the major functions of the 
holding company. Such regulation 
should be welcomed by the larger 
number of holding concerns who have 
nothing to lose from constructive su- 
pervision and a great deal to gain by 
resultant elimination of practices by 
a few which have brought discredit 
upon the entire group. 
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THE NEW CONCEPT OF THE JOB OF 


“The Vice President in Charge 
of Public Relations” 


The substitution of the Microscope for the Telescope 


The day of the public relations’ campaign of the utility industry as a 
whole, conducted on a nation-wide front and dealing with broad 


economic, political, legal, and financial problems, has passed ; 


the day 


of the local campaign, focused down to domestic conditions and issues, 

has arrived. So, at least, believes the author of the following article, 

who is an experienced utility official and whose views are based upon 
his practical experience. . 


By RAYMOND S. TOMPKINS 


AYBE there is a fable by old 
7Esop on the subject. Maybe 
I am thinking of Nathaniel 
Hawthorne’s story, ““The Great Stone 
Face.” What I have in mind is a story 
about a lot of people seeking for some- 
thing, some great principle or leader 
or ideal, hunting all over the world, 
and then coming home tired, unsuc- 
cessful, and discouraged—to find the 
very thing they wanted right in their 
own front yard. And it had been 
there all the time! 

This very thing seems to have been 
happening in the public utility indus- 
try. If there is no modern fable on 
the subject then one should be writ- 
ten. Perhaps the public utility indus- 
try could use a fable or two with prof- 
it. I mean one with a moral aimed 


at their own conduct. For years ev- 
erybody in the business has been 
searching for the Holy Grail in the 
form of a better public relations poli- 
cy. Knighthood has been in flower. 
The hunt was conducted on a nation- 
wide scale. They lived and breathed 
and worked on the basis of the “na- 
tional hook-up.” Their eyes were fo- 
cused on far horizons, looking for 
a small, pink-colored cloud no bigger 
than a man’s handshake. But no- 
body thought of getting down on his 
hands and knees and looking under 
his own front stoop. 

This, apparently, it has now been 
decided to do. The posture lacks the 
dignity of the nation-wide attitude. 
It doesn’t seem as big nor as broad- 
visioned to be poking around your 
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own house hanging pictures and fix- 
ing faucets as it does to be one of a 
gallant party galloping up and down 
the highways with a clatter of hoofs 
and loud huzzas. It may not be do- 
ing big things in a big way. But 
maybe in the particular field we are 
discussing it will be more effective. 

Certainly it couldn’t be a more com- 
plete failure. 


B ibeow the public utility industry’s 
hope of achieving a friendly pub- 
lic by any sort of concerted nation- 
wide fanfare was an idle one, now 
seems indubitable. It has been tried 
and it has failed. Instead of exciting 
sympathy and understanding among 
the people, it produced delight and 
hope amongst the politicians. Its ac- 


companying thunders rolling from 


coast to coast were not, unfortunate- 
ly, thunders of applause from the au- 
dience it was supposed to please, but 
the thunders of senatorial fists beat- 
ing senatorial breasts, of indignant 
editorial fingers drumming a call to 
arms upon editorial typewriters. It 
produced investigations,  rillings, 
search and seizure, subpoenas, cross- 
examinations, unearthings, exposures, 
spotlights, and headlines. The inno- 
cent Pandora girlishly opening the 
forbidden golden box to see what was 
in it exhibited no more childlike trust- 
fulness than the public utility industry 
when it opened the hope chest of na- 
tionalism in industrial public rela- 
tions ; and the clouds of wicked sprites 
that flew out proved no greater tor- 
ment to Pandora than to them. 
There is ample reason now to be- 
lieve that the nationalistic view of 
the public relations problem for pub- 
lic utilities has been abandoned. 


Thousands will hail the decision with 
thankfulness. Among these, without 
doubt, are most of the state and local 
utility commissioners. 


oo utility commissioners, of 
course, admire a local utility with 
a friendly public as a mother admires 
a son with a friendly corps of high 
school teachers. The boy’s life in 
high school is largely outside her con- 
trol; he must make it or ruin it him- 
self. She can’t do his studying for 
him, take his examinations, make 
him prompt if he persists in being tar- 
dy, polish up his class-room deport- 
ment, keep him from smoking cig- 
arettes in the wash room. She can 
warn, discipline, and punish him, but 
in the end, his teachers’ good opinion 
of him is his own lookout, and if he 
has any sense he doesn’t try to court 
it by taking all the teachers together 
as a group and issuing them blanket 
statements of his views on student 
relations. He does it by working for 
each teacher as though he or she were 
the only teacher in the school, learning 
the foibles of each and charting his 
course accordingly. It would be cold 
comfort for this mother, when her 
boy had been flunked by every teacher 
in the school and finally thrown out 
as incorrigible, to hear him say, 

“Mother, I did my best. I dis- 
tributed to the entire faculty every 
day for the last two months mimeo- 
graphed copies of my dissertations 
on the subject, ‘How I Hope, As a 
Good and Intelligent Boy, to Get 
Along Successfully with My Teach- 
ers. But each day the dumb-bells 
would chuck these essays in the waste 
basket and try to make me recite my 
lessons.” 
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| is no secret now, that local public 
service commissioners everywhere 
viewed the utilities’ nation-wide pub- 
lic relations’ efforts with a fishy eye. 
They found these efforts of little help 
at home. On the contrary they found 
their own home-town demagogues 
borrowing the condemnatory phrases 
and the denunciatory orations printed 
in the local newspapers under Wash- 
ington date lines and reissuing them in 
the local public forums, aimed direct- 
ly at their wards, the local utilities. 
And unfortunately they found nobody 
at home borrowing the national re- 
leases of the utility press bureaus and 
using them in the local companies’ 
defense. In spite of the force, logic, 
and impressiveness of legions of hon- 
est facts and figures about the utility 
business issued on a nation-wide scale, 
little local problems of regulation still 
had a way of cropping up at home; 
and New York or Washington 
“copy,” no matter how virile in those 
towns, seemed strangely anemic in 
Dothan, Alabama. 

It is a truism in any language on 
any subject from snake-charming to 
toddy-making that down-home folks 
like down-home stuff. It may not 
have seemed astonishing a year or 
two ago, but it seems astonishing now, 
that the public utility boys didn’t rea- 
lize that. When you stop to think 
of it, such blindness seems unbeliev- 
able. The natural advantage the util- 
ity business had over such fellows as 


sought their downfall was tremen- 
dous. True, those critical gentlemen 
were launching their attacks upon the 
utilities on a nation-wide front; there- 
fore, the defense had to be conducted 
on the same scale as the attack. Such, 
at least, was the justification for the 
utilities’ national campaign. But the 
breadth and generality of the attack 
was actually its weakness. The Boers 
taught the British something about 
the weakness of a big-scale attack 
plan against a guerilla defense, and 
the utilities had all the original ad- 
vantages possessed by the Boers with- 
out the Boers’ weaknesses. 


I your town and my town where 
we have electric light and street 
railway companies, what was the chief 
weapon of the army? Why, it was a 
Washington date line! Did any of 
those Progressive Senators actually 
visit your peaceful village for a hand- 
to-hand bout with “the interests?” 
(One visited my town once; it was on 
a quiet autumn Sunday and he tried 
to ring the welkin in a theater ’way 
downtown where everything is so 
dead on a Sunday afternoon you can 
hear a motor horn a mile away; and 
he filled about a third of the orchestra 
chairs and six seats on the stage. ) 
No. For the most part the effective 
antiutility fire came from long-range 
gun emplacements around Capitol 
Hill. Washington date lines on news 
dispatches to the home-town papers 


e 


couldn’t see and that didn’t exist, and the utilities, by join- 


q “THE enemy attacked a national ‘Power Trust’ that it 


ing in a concerted national defense to the attack, almost 
took the power trust fetish out of the realm of mythology 
and made it seem real!” 
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earmarked virtually all the antiutility 
propaganda. Now, it does seem (a 
little late, perhaps) that a strong and 
necessary national industry, depend- 
ing entirely upon the local home-town 
strength of its component parts for 
the strength of its whole being, which 
let itself be harried and driven and 
damaged by a series of Washington 
date lines, showed something short 
of smart generalship. It came pretty 
close to being trapped into helping the 
enemy prove what it couldn’t prove 
single-handed. The enemy attacked 
a national “Power Trust” that it 
couldn’t see and that didn’t exist, and 
the utilities, by joining in a concerted 
national defense to the attack, almost 
took the power trust fetish out of the 
realm of mythology and made it seem 
real! 


O' course, it will be argued by 
some utilities that they did not 
neglect to strengthen the defenses on 
the home grounds; that they did com- 
bat this invasion of imported jour- 
nalistic breakfast food with some pal- 
atable home cooking. For proof of 
such statements there can be nothing 
but applause; and wherever you find 
that such strategy was really pursued, 
there you will find a reasonably well- 
liked utility and a reasonably satisfied 
public. But it seems too bad that all 
the energy and intelligence that was 
expended tilting at national windmills 
could not have been divided up and 
distributed locally around the country. 

The fact is, of course, as sensible 
utility men ought to learn more thor- 
oughly every day they stay in the 
business, that the best public relations 
comes in the thinnest slices. The na- 


tional problem of the utilities slices 


down to a state problem, the state 
problem to a municipal problem, a 
community or neighborhood problem, 
and finally a problem of the likes and 
dislikes, the tastes, temperaments, and 
tantrums of individuals. Friendship 
is personal in business as well as in 
society, and a utility can no more 
make its public friendly without an 
intensive cultivation of personal 
friendship than a picnicker can make 
chicken sandwiches without slicing 
the chicken. 


HERE was one utility that had a 
tax problem. It was struggling 
under a burden of taxes imposed a 
score of years before, and modern 
conditions, vastly different from the 
old days, had made these taxes im- 
possible to bear. The utility sought 
legislation to get them reduced. Nat- 
urally certain groups of people raised 
a dreadful hue and cry against this 
scheme. They invoked all the power 
trust arguments they had ever heard 
of, and dreamed a lot of new ones. 
With great shrewdness they decid- 
ed to arouse the town by first arousing 
the neighborhoods and they set out 
to do this by a sort of Paul Revere’s 
ride amongst the neighborhood im- 
provement associations, planning to 
attend meeting after meeting in each 
community and sounding the alarm, 
“arouse and arm yourselves, taxpay- 
ers, and fight this power octopus!” 
But with equal shrewdness the util- 
ity pursued them from meeting to 
meeting. The local public relations 
man, pretty well known in the town, 
would hear about an improvement as- 
sociation meeting that was going to 
be addressed by an antiutility orator. 
He would call up the president of the 
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“hare national news releases, essays by economists, 

nor national radio broadcasts can produce the only 
kind of public relations worth having. It can be produced 
only by local utility recognition of the deep and abiding 
personal interest every local citizen has in seeing that par- 
ticular utility serve him efficiently and cheaply, and with 
more than a casual interest in smoothing him down when 
he feels mean and unreasonable.” 





association. He assumed pleasantly 
over the telephone that the association 
was neutral on the subject until they 
had heard both sides. 

“Absolutely!” the president would 
say. 

Well, then, how would they like 
to hear a debate on the night they 
were scheduled merely to hear Mr. 
Palooka? Mr. Palooka could uphold 
the negative of the utility’s proposi- 
tion and Mr. Champ, we will call him, 
of the utility company, would take the 
affirmative. The promise of a real 
hot argument would arouse a lot of 
interest amongst the neighbors and the 
meeting would attract a big crowd 
and maybe the association would pick 
up a few more dues-paying members. 
This always appealed to the associa- 
tion president and he would assent 
readily. If there is anything a neigh- 
borhood improvement association of- 
ficial likes it is a reputation in the com- 
munity for being wide-awake and 


keeping his association alive and ac- 
tive. 

HUS, over a period of months, 

Mr. Champ, the public relations 
man of this utility attended a score 
of neighborhood association meetings. 
For the first half dozen meetings he 
met the same opponent in joint de- 
bate, the fiery Mr. Palooka. At first 
they were inclined to glare at each 
other like a couple of strange bull- 
dogs. Then, running into each other 
again and again, they grew more 
good-humored and would josh each 
other mildly and refer to themselves 
as a pair of traveling Chatauquans 
putting on a “brother act.” After a 
while Mr. Palooka began to get a lit- 
tle tired of leaving his home and fire- 
side two or three nights a week just 
to get into a bum argument; and per- 
haps his wife or daughters would want 
to go to the movies. So he quit the 
hustings and another “tree-bune of 
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the pee-pul” took his place. When he 
got tired a third seized the torch, and 
finally a fourth. 

So Mr. Champ wore out four de- 
baters. Of course, there were plenty 
of times when Mr. Champ wanted to 
quit, too. As a matter of fact there 
were evenings when Mr. Champ just 
wanted to lie right down and pass out, 
he got so tired of being genial, bright, 
alert, always unruffled and forensical- 
ly effective with assorted audiences 
assembled in high school basements, 
neighborhood libraries, and Sunday 
School rooms. But that was his job 
and so, after a hard day at the office, 
he would get freshened up, kiss his 
wife and children goodbye, and plunge 
into the night—the ambassador of the 
dragon, faring forth to the lair of the 
dragon-slayer, to stand up in front 
of a crowd who didn’t like dragons 
much anyway, and tell the dragon- 
slayers they didn’t know what they 
were talking about—with the utmost 
geniality and good humor, of course. 
He paid no attention to his opponent’s 
furious attacks on the national “Pow- 
er Trust.” He stuck to the hopes and 
problems of the home town. 

The plan worked, and when the 
matter came before the proper regu- 
latory tribunal for hearing and deci- 
sion that utility had the pleasure of 
seeing not only a group of people 
present bent upon giving them the 
licking of their lives, but a second 
group just as influential in the town, 
and perhaps a little more so, bent up- 
on seeing the utility get a square deal. 

It got one. The big point was that 
the public regulatory body had also 
the pleasure of seeing in the hearing 
room for the first time a group of 
people—citizens and taxpayers—all 


primed with pro-utility arguments! 
Any one who doesn’t think this is a 
big help to a public service commis- 
sion has simply never lived the life of 
a public service commissioner, which 
too often consists of just one long 
round of cases to be decided fairly 
and in accordance with the law, with 
everybody in town on one side, law 
or no law, and the utility alone on 
the other. 

In this case one local citizen totally 
unconnected with the utility but con- 
vinced that it had a case and that his 
own well-being was somehow bound 
up with the efficiency and solvency of 
that utility, and willing to stand up 
and say so, was worth ten essays by 
college professors featuring the na- 
tional economic importance of the 
utility industry as a whole. 


on is the only kind of good pub- 
lic relations worth having, and 
neither national news rejeases, essays 
by economists, nor national radio 
broadcasts can produce it. It can be 
produced only by local utility recog- 
nition of the deep and abiding per- 
sonal interest every local citizen has 
in seeing that particular utility serve 
him efficiently and cheaply, and with 
more than a casual interest in smooth- 
ing him down when he feels mean 
and unreasonable. The things that 
become town talk about a utility are 
either its cussedness (commonly called 
its “public-be-damned attitude”) or 
its astonishing eagerness to keep ev- 
erybody happy. When a customer 
asks the company to do something he 
hardly believes it will do, and the com- 
pany surprises him by doing it, that 
customer has something to talk about 
to his neighbors for days, chiefly be- 
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cause in talking about it he indirectly 
compliments his own courage and 
nerve. He becomes “a man who is 
not afraid to go after what he wants.” 


I KNOW another company that turned 
a hostile public into a fairly friend- 
ly one by simply reversing its policy 
of handling complaints. Instead of 
making it difficult or inconvenient for 
the customer to register a service kick, 
it began to make it easy. The office 
soon became swamped with com- 
plaints. They had to put on an extra 
telephone girl, extra complaint clerks, 
extra trouble men. Timid fellows on 
the executive staff began looking for 
the cyclone cellars, convinced that a 
vast mistake had been made, that 
sleeping dogs should have been per- 
mitted to lie, that the city was up in 
arms. True enough, the city had been 
aroused, but only because something 
new and interesting was happening. 
It was beginning to get more service. 
The tide of trouble rolled in ceaseless- 
ly for a while, but every temperamen- 
tal customer was patiently clung to 
until he was entirely satisfied. It was 
a long and gruelling process of mak- 
ing utility friends (like picking up 
pins out of a bearskin rug), but in a 


year it had made about 100,000 of 
them, one at a time. 


HIs is slicing the utility public 

relations problem down about as 
thin as you can slice it. It is getting 
at the roots of it. It is not a glorious, 
spectacular method, but it does the 
work. It involves no nation-wide 
campaign, no growth of public rela- 
tions policy to statewide proportions 
and then to sectional proportions, and 
finally to national proportions. In 
that direction lies bureaucracy. 

When public relations men or any 
sort of utility men begin to talk 
about doing something concerning the 
“national viewpoint” of the industry, 
look out, for they have been bitten by 
the Bacillus Bureaucrasus. This is a 
deadly germ whose victims soon have 
all sorts of things the matter with 
them. Our own noble government 
has been bitten by it until it is al- 
most completely pockmarked with 
bureaus, and the taxpayers are pock- 
marked with taxes. 

The Bacillus Bureaucrasus has no 
place in the public utility business— 
at least not in the public relations 
field of that industry. When you see 
it swat it! 





How Can the Holding Company Be Regulated? 


The incoming Administration in Washington is committed by one of 
the planks in its platform—(a plank similar to one in the platform 
of the outgoing Administration)—to the regulation of public utility 
holding companies. During the coming months Congress will be 
pondering how this can be done. Pusiic Utiities FortnicHtty has 
been making a survey of the various tentative measures that have been 
proposed; in a coming number it will present the first of a series of 
informative articles on this live topic. The first article will undertake 
to define the term “holding company’—a term which, curiously enough, 
has been widely interpreted and misinterpreted, and concerning which 
there are wide differences of opinion among the authorities themselves. 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


HucH BANcRoFrt 
Financial editor. 


C. M. RipLey 
Lecturer and economist. 


James G. BLAUVELT 
Business man. 


Frep H. Brown 
Senator-elect from New 
Hampshire. 


C. A. Dykstra 
Manager, City of Cincinnati, 
Ohio. 


Hersert Hoover 


President of the United States. 


Grorce W. Norris 


U. S. Senator from Nebraska. 


—MOoNTAIGNE 
“For the first time in the history of our country in 
depression, the cost of government is a major factor.” 


* 
“Air travel is 7 cents a mile. It’s cheaper than 


’ spaghetti because you can’t buy a mile of spaghetti for 


7 cents.” 
* 

“The practical effect of the modern inventions of the 
telephone, automobile, electricity for light, heat, refrig- 
eration, and power, and the radio has virtually made 
millions of acres usable and desirable which were not 
so before.” 

* 

“Maybe there was a day when the American public, 
soaked with exorbitant rate schedules, could afford to 
pay interest on holding company investments watered 
to the tune of hundreds of millions of dollars. They 
cannot afford it now.” 

> 

“It is entirely possible that if we should give 10 
per cent of the time and effort that has been spent on 
lowering appraisals and local public service costs, to 
the study of utility costs and their reduction by 5 per 
cent, we should be just as far along in reducing the 
citizens’ expenses.” 

* 

“I hesitate to contemplate the future of our institu- 
tions, of our government, and of our country if the 
preoccupation of its officials is to be no longer the 
promotion of justice and equal opportunity, but is to 
be devoted to barter in the markets. That is not liberal- 
ism; it is degeneration.” 

* 

“There is no avenue of human activity which it (the 
power trust) has not undertaken to control. It has 
invaded our commercial clubs and other similar social 
and business organizations. It has sent its secret emis- 
saries to influence and control women’s clubs and similar 
organizations. It has undertaken to poison the minds 
of our boys in the Boy Scout organizations. It has 
undertaken to bribe the minister in the pulpit and, with 
its sinister, stealthy tread it has even entered our public 
schools and tried to poison the minds of our children.” 
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Recent State Laws That Affect 
the Work of the Commissions 


What the state legislatures have done during 
1932 to increase the efficiency of the regulatory 
bodies and what they are likely to do in 1933 


By GEORGE E. DOYING 


, \uE liberalization and extension 
of state laws relating to the mu- 
nicipal ownership of public util- 

ities was perhaps the outstanding top- 
ic of consideration, so far as the utili- 
ties are concerned at the 1932 sessions 
of the few legislatures which met dur- 
ing the year for consideration of law 
making in general. 

Nor was the merchandising prob- 
lem neglected by those who have been 
conducting a campaign to prohibit 
public utilities from engaging in this 
commercial activity. 

And, of course, holding company 
legislation also received some atten- 
tion. 


B ut public utility legislation in 
prospect is of greater importance 
than in retrospect. This is due in part 
to the fact that forty-three state legis- 


latures are scheduled to hold regular 
sessions in 1933, while during this 
current year only nine regular sessions 
were held. As a matter of fact, how- 
ever, eighteen special sessions were 
held in twelve other states, principal- 
ly for the consideration of relief leg- 
islation necessitated by the economic 
condition of the country. Three of 
these sessions, however, were concur- 
rent; the Illinois General Assembly 
received two special calls before the 
first special session was concluded and 
subsequently a fourth session was 
called. In Ohio the legislature was 
convened three times, and in Texas 
twice. 

Regular annual or biennial sessions 
were held in 1932 in Kentucky, Louis- 
iana, Massachusetts, Mississippi, New 
Jersey, New York, Rhode Island, 
South Carolina, and Virginia. Spe- 
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cial sessions were held in Alabama, 
Arizona, Arkansas, Illinois, Indiana, 
Maine, Michigan, Ohio, Pennsylvania, 
Texas, West Virginia, arid Wisconsin. 
The first group of sessions in Illinois 
and the sessions in Arizona and Wis- 
consin were carried over from the end 
of 1931. 

While many proposals concerning 
the utilities and the powers of the reg- 
ulatory commissions were presented 
at both the regular and the special 
sessions in nearly all of the states, the 
principal enactments were in South 
Carolina and Alabama. In the for- 
mer state, the jurisdiction of the rail- 
road commission was extended to cov- 
er electric utilities and a comprehen- 
sive statute was enacted under which 
the commission already has taken de- 
cisive action. In Alabama the author- 
ity of the public service commission 
was broadened to include the rela- 
tions between operating utilities and 
holding companies, under a statute 
similar in many respects to that en- 
acted by the Wisconsin legislature in 
1931. 


HE financial difficulties of some 

of the great holding companies, 
with the attendant losses to investors 
and charges of criminal activities on 
the part of some of the leading figures 
in this field, have precipitated a situa- 
tion that undoubtedly will cause the 
bill-drafting organizations in many 
states to work overtime next January 
in preparing proposed remedial legis- 
lation. 

This movement was given impetus 
at the annual convention of the Na- 
tional Association of Railroad and 
Utilities Commissioners in November 
by the adoption of a resolution pre- 
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sented by Mayland H. Morse, chair- 
man of the New Hampshire Public 
Service Commission, recommending 
comprehensive regulation by the states 
of the relations between holding com- 
panies and utilities. In this connec- 
tion, also, the convention adopted a 
resolution submitted by President 
Hugh White of the Alabama Public 
Service Commission, proposing the 
creation of a Federal fact-finding 
agency for the collection of informa- 
tion on such relations for the benefit 
of the regulatory bodies of the several 
states. 


_ will be renewed in 1933 to 
create regulatory commissions 
with jurisdiction over electric, gas, 
and other utilities in those states 
which have not yet delegated such au- 
thority. Such efforts were unsuccess- 
ful this year in Mississippi and Ken- 
tucky. An attempt is to be made in 
Oklahoma next year to abolish the 
present elective corporation commis- 
sion and create an appointive utilities 
commission. 

The California Railroad Commis- 
sion has announced its intention to 
sponsor legislation at the 1933 session 
for an amendment to the law that will 
provide for a direct assessment upon 
public utilities to pay the cost of their 
regulation. The national association, 
after considerable debate, adopted a 
resolution directing the committee on 
uniform regulatory laws to include in 
its report next year a uniform act for 
the application of regulatory costs up- 
on the industries regulated, excluding 
administrative costs. It may be an- 
ticipated, however, that several of the 
states will not wait for such a uniform 
act, but will seek the enactment of leg- 
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islation to this end at the forthcoming 
sessions. 

One of the amendments to be pro- 
posed by Governor Pinchot of Penn- 
sylvania is that in a rate case where a 
municipality is involved all expenses 
shall be paid by the utilities involved. 


7s Wisconsin Supreme Court 
early this year sustained that 
part of the legislation enacted in 1931 
authorizing the public service commis- 
sion to levy upon the utilities the cost 
of regulation. 

“There is a general challenge on 
the part of the plaintiff’ (Wisconsin 
Telephone Company), the court’s 
opinion said, “to the powers of the 
legislature to impose upon the public 
utilities of the state the cost of their 
regulation. We think such power un- 
doubtedly rests in the legislature.” 

Governor Pinchot, who now has 
control of the Pennsylvania Public 
Service Commission for the first time 
in either his first administration 
(1923-1927) or his present incum- 
bency, will again attempt to induce 
the legislature to adopt his ideas of 
proper public utility legislation. Prior 
to the recent election he sent a ques- 
tionnaire to all candidates for the leg- 
islature, seeking replies to seven ques- 
tions reflecting his views. 

One of the organizations which has 
been active in the antimerchandising 
campaign has turned its attention, at 
least in part, to an attempt to induce 


the state commissions to refuse to al- 
low advertising expenses to become a 
part of the rate-making structure. No 
doubt legislation to this end will be 
sought in some sections, the claim be- 
ing made that the main purpose of util- 
ity advertising is to keep editorial polli- 
cies in line with the advertiser’s views. 


b heen is always something new 
under the sun, and this seems to 
be particularly true when it comes to 
finding new methods of taxation. 
Probably the newest device of this 
kind may be seen in a bill introduced 
at the last special session of the Il- 
linois legislature, which is still in 
progress at this writing. This bill 
(which for the present at least is slum- 
bering in committee) would impose a 
license fee based on the number of 
poles installed and maintained by any 
electrical transmission system on a 
public highway in the state; on the 
number of conductor contacts upon 
each such pole; on the number of 
pairs of wires carried in aerial or un- 
derground cables, and on the voltage 
of the electric energy transmitted by 
means of the wires or other media. 
After the special session has been 
called for the enactment of legislation 
for unemployment relief, the measure 
proposes to restrict the use of funds 
thus secured to the relief of poor and 
indigent persons who reside within 
the county where such fees are collect- 
ed. The provisions of the proposed 


e 


“A sTRENUOUS effort was made in Indiana, under the 
q sponsorship of the Municipal Rights League, to establish 
‘home rule’ by authorizing municipalities to construct and 
operate public utilities without the jurisdiction of the 
public service commission.” 

750 





PUBLIC UTILITIES FORTNIGHTLY 


act would not apply to electrical trans- 
mission systems which are municipal- 
ly owned and located wholly within 
the corporate limits of any city or 
town. 

Another bill pending before the IlI- 
linois legislature would impose a tax 
of 3 per cent upon the gross earnings 
of the intrastate business of each pub- 
lic utility company as a temporary 
means of providing money for relief 
purposes. : 

At a special session of the Ohio 
legislature the regular gross receipts 
tax of 1.35 per cent on public utilities 
was boosted by one per cent for the 
period from 1932 to 1937, also for re- 
lief purposes. 

The Kentucky legislature refused 
to pass a bill for a special tax on elec- 
tric and gas utilities, and the Alabama 
legislature rejected a proposed levy of 
2 cents per thousand cubic feet on the 
sale of natural gas. 

A measure was enacted in New 
Jersey providing that the 1932 gross 
receipts tax on utilities be apportioned 
on the basis of valuations by local as- 
sessors without equalization. 

A proposal in Indiana to impose a 
license fee of $5 a year on each utility 
and a tax of 64 per cent of the gross 
income was not favored by the legis- 
lature. 

The Louisiana legislature, however, 
passed a bill levying a tax of 2 per 
cent on the gross receipts of power 
companies from the sale of electricity 
manufactured or generated within the 
state. 

Bills were rejected in Louisiana for 
a tax of 24 mills per kilowatt hour on 
electricity and for 3 cents per thou- 
sand cubic feet on the privilege of 
buying natural gas. 


HE Alabama legislature passed 

bills, which were approved by 
Governor Miller, materially increas- 
ing the fees to be paid by all transpor- 
tation companies and public utilities 
for the inspection and supervision of 
such business. Under the old law 
these companies paid $2.50 per thou- 
sand for the first $10,000 of gross re- 
ceipts, $2 for each additional thou- 
sand up to $100,000, with graduated 
reductions in the rate to 25 cents per 
thousand for the third million, and 10 
cents a thousand for the remainder. 
The new law fixes the fee at $2.50 per 
thousand for the first $100,000, $2 
for each additional thousand up to 
$1,000,000, and $1.50 per thousand 
for the rest. 

The New York legislature amend- 
ed the vehicle and traffic law by pro- 
viding for a temporary increase of 65 
per cent in the registration fees of 
trucks and busses, the excess charges 
to be in effect from July 1, 1932, to 
December 31, 1933. The amendment 
is estimated to add $6,500,000 to the 
state’s income during that period. 


STRENUOUS effort was made in 
Indiana, under the sponsorship 
of the Municipal Rights League, to 
establish “home rule” by authorizing 
municipalities to construct and oper- 
ate public utilities without the juris- 
diction of the public service commis- 
sion. The legislature passed two bills 
designed to enable the municipalities 
to establish plants in competition with 
existing utilities, repealing by implica- 
tion the present statute conferring ju- 
risdiction over municipal plants upon 
the commission. 
The first of these measures was held 
by the attorney general to be uncon- 
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Payments of a Utility’s Dividends Are Restricted 


ee HE (Alabama) statute specifically forbids 

any utility engaged in intrastate business 
from paying any dividend upon its common stock 
until its earnings and earned surplus are sufficient 
to make such payment after provision is made for 
reasonable and proper reserves, and until the divi- 
dend proposed to be paid can reasonably be declared 
and paid without impairment of the ability of the 
utility to perform its duty to render reasonable and 
adequate service at reasonable rates.” 





stitutional and Governor Leslie vetoed 
it. Then the second bill was hurriedly 
drafted and passed, but the governor 
likewise refused to approve it, declar- 
ing that one of the motivating forces 
behind the bill was to “open the way 
for the sale of an unlimited amount 
of utility equipment to municipali- 
ties.” 

Governor Leslie, however, ap- 
proved a measure authorizing a mu- 
nicipality to lease or buy any plant or 
distribution system to which it had 
granted a franchise. Bonds issued 
for such a purpose are to be payable 
only from earnings of the plant and 
shall not constitute a debt of the mu- 
nicipal corporation. The governor, in 
vetoing the “home rule” bill, declared 
that the other measure, together with 
existing laws, provides adequate 
methods for municipalities to acquire, 
own, and operate public utilities. 


HE Indiana legislature passed a 

bill, which received éxecutive ap- 
proval, providing that the valuation 
of a public utility for taxation pur- 
poses shall be the true cash value, and 
that the public service commission in 
fixing a value for rate making must 


fix a prima facie true cash value. 
Where any utility has not had a valu- 
ation for rate-making purposes, the 
commission is required to make one. 

In Louisiana the house passed a bill 
to authorize municipalities to operate 
gas plants and issue bonds secured by 
the utility property, but the measure 
failed to get throtigh the senate. 

In Kentucky, bills were passed to 
permit cities of specified classes to 
own and operate light plants and to 
issue revenue bonds therefor, payable 
solely from earnings, without the in- 
currence of indebtedness of the cities. 
Governor Laffoon vetoed bills apply- 
ing to cities of the second class and to 
cities of the second, third, fourth, 
fifth, and sixth classes, but permitted 
to become a law without his signature 
another such measure applying to cit- 
ies of the third class. 

Governor Laffoon also vetoed a bill 
providing that all contracts with pub- 
lic utilities in third, fourth, and fifth 
class cities should be subject to ratifi- 
cation by the people. 

HE Massachusetts legislature 


killed two bills, one of which was 
sponsored by the Public Franchise 
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League, for the establishment of mu- 
nicipal utilities. 

The electors of Wisconsin on No- 
vember 8th adopted a constitutional 
amendment, following ratification by 
the 1929 and 1931 legislatures, pro- 
viding that: 

“. . . an indebtedness created for the 
purpose of purchasing, acquiring, leasing, 
constructing, extending, adding to, improv- 
ing, conducting, controlling, operating, or 
managing a public utility of a town, village, 
or city, and secured solely by the property 
or income of such public utility, and where- 
by no municipal liability is created, shall 
not be considered an indebtedness of such 
town, village, or city, and shall not be in- 
cluded in arriving at such 5 per centum 
debt limitation.” 

Governor Roosevelt, in New York, 
recommended legislation authorizing 
municipalities to form public utility 
districts to take advantage of the an- 
ticipated power from the St. Law- 
rence project. 

The Texas legislature amended the 
statute pertaining to the encumbrance 
of lighting, water, and sewer systems 
by including natural gas plants, there- 
by authorizing municipalities to ac- 
quire and operate such utilities and 
encumber them without creating a 
debt upon the municipality. 

Governor Pinchot, in Pennsylva- 
nia, plans to recommend to the 1933 
legislature an amendment permitting 
a municipality or lawfully constituted 
district to condemn, purchase, and op- 
erate any public utility within such 
political subdivision. 


gprangy-viei new governor, Mar- 
tin Sennett Conner, in his in- 
augural address urged the enactment 
of legislation for the regulation of 
electric and gas utilities and the crea- 
tion of a state agency to administer 
such law, but the legislature gave as 
little heed to his recommendations as 
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it previously had given to violent ex- 
pressions last year by former Gover- 
nor Theo. G. Bilbo urging state own- 
ership and control of natural gas and 
electric power. 

Another new executive, Governor 
Ruby Laffoon of Kentucky, urged the 
legislature to create a public utilities 
commission and such a bill was passed 
by the senate by a vote of 24 to 1, but 
it died in a house committee. The 
commission would have been com- 
posed of three members, appointed by 
the governor, with salaries of $5,000 
each. It was proposed that the ex- 
penses of regulation should be met by 
assessment of the utilities. 

The Kentucky legislature abolished 
the department of motor transporta- 
tion and conferred upon the tax com- 
mission control of motor carriers. 
The bill was permitted to become a 
law without the governor’s signature. 

A Rhode Island committee room 
saw the death of a bill repealing the 
law relating to the public utilities com- 
mission and for the regulation and 
control of utilities. 


OVERNOR Sterling of Texas, at 
least as late as the middle of 
October, had visions of general public 
utility regulation in 1933 when he ve- 
toed a bill passed by the first special 
session of the Texas legislature pro- 
viding for valuations by the railroad 
commission of rural gas utilities. 
The governor said he was heartily in 
favor of general utility legislation and 
felt that all utilities should be regu- 
lated by the state, but he also felt that 
approval of this particular measure 
would materially interfere with such 
action at the 1933 session. 
At the second special session in 
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Texas a bill was introduced to make 
a public utility of the sale and dis- 
tribution of gasoline and lubricating 
oil. It was unfavorably reported by 
a committee. 


6 Phan antimerchandising _ fight 
against sales of appliances by 
public utilities met with defeat this 
year in three state legislatures—Ala- 
bama, Massachusetts, and Mississippi. 
In New York the movement was in 
the reverse direction; the legislature 
passed a bill to permit merchandising 
by gas utilities and those engaged in 
rendering both gas and electric serv- 
ice. Such right already was possessed 
by the electric utilities. The bill as 
passed not only permitted merchan- 
dising but authorized the utilities to 
manufacture appliances. Governor 
Roosevelt vetoed the measure. He 
was advised by Dr. Milo R. Maltbie, 
chairman of the public service com- 
mission, that the legislation was un- 
necessary and inadvisable, and the 
governor himself added this to his 
veto message: “I raise the broad ques- 
tion of public policy as to whether a 
utility company should also be an in- 
dustrial manufacturing company.” 

The Massachusetts legislature dis- 
carded several bills proposing regula- 
tion of holding companies, and reject- 
ed one offered by the public franchise 
league for an investigation of the cap- 
italization and sale of securities by 
such concerns. 


legislature (which is still in progress) 


q “A BILL introduced at the last special session of the Illinois 


HE two branches of the legisla- 

ture in the Bay State almost came 
to open warfare over a bill passed by 
the house making it illegal for gas and 
electric companies to charge consum- 
ers for service or rental of meters, 
The measure finally died. The Ala- 
bama legislature also killed a proposal 
to prevent the commission from ap- 
proving or prescribing any standby or 
service charge by utilities. 

The Rhode Island legislature ad- 
journed without acting upon a bill di- 
recting the public utilities commission 
to purchase all gas and electric meters 
and to supervise such meters. The 
legislature likewise refused to act up- 
on a resolution directing the commis- 
sion to report upon the reasonableness 
of charges for telephone service since 
November, 1929. 

In New Jersey a bill was passed to 
relieve public utilities from filing with 
the secretary of state a record of se- 
curities offered for sale, this record 
being a duplicate of one filed with the 
department of public utilities. 


| Bynncnnd as a result of one of the 
most exhaustive reports ever 
made on the public utilities of a state, 
the South Carolina legislature enacted 
a law conferring upon the state rail- 
road commission complete jurisdic- 
tion over electric utilities. The 1931 
legislature had directed an inquiry to 
be made by a power rate investigating 
committee, which was to report to the 


e 


would 


impose a license fee based on the number of poles installed 
and maintained by any electrical transmission system on a 


public highway in the state. 


” 
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1932 session. This committee’s report 
covered 642 printed pages, including 
a suggested act to carry out the com- 
mittee’s recommendations. The act 
was considerably changed before be- 
ing passed, but the final draft was ap- 
proved by Governor Blackwood and 
seems to be working satisfactorily. 

The commission is given power to 
exclude from a rate case any fees paid 
for management, construction, or oth- 
er purposes to an affiliated company 
when the commission shall have found 
such fees to be unreasonable. 

Efficient management of an electric 
utility is to be rewarded, under a pro- 
vision of the statute which says: 

“For the purpose of encouraging econ- 
omy, efficiency and improvements in meth- 
ods of service, any electrical utility may 
participate, subject to the approval of the 
commission, to such extent as may be per- 
mitted by the commission, in the additional 
profits arising from any economy, efficien- 
cy, or improvement in methods or service 
instituted by such electrical utility.” 

Any electric business transacted by 
a municipal plant outside the limits 
of the municipality is made subject to 
the jurisdiction of the commission, 
and a municipality is authorized, if 
granted a certificate of convenience 
and necessity by the commission, to 
extend its own plant or transmission 
system into any territory adjacent to 
such municipality, as well as into any 
nearby city or town, if there is no elec- 
tric utility in such community. 

The statute provides that every 
franchise hereafter granted by the 
state or any municipality shall have 
the effect of an indeterminate permit, 
and a utility operating under an ex- 
isting franchise may surrender it and 
receive an indeterminate permit. Such 
an indeterminate permit, however, 
shall be deemed to include acceptance 


on the part of the utility of the right 
of a municipality to purchase the 
property for just compensation, in- 
cluding severance damages, if any. 
The commission is empowered to fix 
the compensation if the city and com- 
pany fail to agree. 

The commission is empowered to 
suspend for ninety days any proposed 
change in rates, and to extend such 
period for one year. The utility, 
however, is permitted to make such 
rates effective under bond conditioned 
upon the refund of any difference in 
favor of the customers that may re- 
sult from the rates ultimately estab- 
lished. 

The act also confers upon the com- 
mission power to control the issuance 
of securities, and to control or limit 
the depreciation reserve which the 
utilities are required to maintain. 


S ky Alabama legislature enacted 
a measure similar to that made 
effective in Wisconsin last year for 
the control of relations between utili- 


ties and holding companies. The 
Alabama statute, which was spon- 
sored by the public service commission 
and which became effective on Decem- 
ber 9, 1932, declares that the officers 
and directors of a utility corporation 
shall be deemed to stand in a fiduciary 
relation to the corporation, and makes 
it mandatory that they shall discharge 
the duties of their respective offices 
or positions in good faith and with 
that diligence, care, and skill which 
ordinarily prudent men would exer- 
cise under similar circumstances. 
Such directors are prohibited from 
delegating or temporarily or perma- 
nently relinquishing or surrendering 
their duty or obligation. 
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The act provides that within thirty 
days after it becomes law, every util- 
ity in Alabama must file with the com- 
mission a true and correct statement, 
verified, of every existing agreement 
between it and any holding company 
or affiliated interest, substantially af- 
fecting the financial status or credit 
of the utility, or the management or 
control of the utility by such holding 
company or affiliated interest. If any 
such agreement is thereafter modified, 
an accurate copy of the modified 
agreement must be filed with the com- 
mission within thirty days. The com- 
mission is given express authority to 
investigate every such agreement and 
if, after due notice and hearing, it 
finds that such agreement is unjust 
and unreasonable, the commission 
shall make and enter such order as is 
just and reasonable. 

The statute specifically forbids any 
utility engaged in intrastate business 
from paying any dividend upon its 
common stock until its earnings and 
earned surplus are sufficient to make 
such payment after provision is made 
for reasonable and proper reserves, 
and until the dividend proposed to be 
paid can reasonably be declared and 
paid without impairment of the abil- 
ity of the utility to perform its duty 
to render reasonable and adequate 
service at reasonable rates. If any 
_ common stock dividends are proposed 
other than under such conditions, the 
utility must give the commission at 
least thirty days’ notice in writing. 


I’ the commission should find that 
the capital of any utility is im- 
paired, the commission may, after due 
notice, investigation, and hearing, is- 
sue an order directing the utility to 
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cease paying dividends on its com- 
mon stock until proof has been made 
to the commission that the impair- 
ment has been made good. 

Another provision is that no utility 
shall permit any employee to sell or 
solicit the purchase of any security 
of any other person or corporation 
during such hours as the employee is 
engaged to perform duties for the 
utility. It is provided also that no 
utility shall compel any employee to 
purchase its own securities or those 
of another corporation. 

Other provisions of the new legis- 
lation prescribe that hereafter the util- 
ities may not, without the commis- 
sion’s approval, issue short-term notes 
when such notes, together with all 
other outstanding notes of a maturity 
of two years or less, exceed 5 per cent 
of the tangible fixed capital of the 
utility, as defined in the commission’s 
accounting classification. 

For the purpose of expediting de- 
termination of appeals from orders of 
the commission, the statute provides 
that the court to vhich the appeal lies 
shall hear the case upon the record as 
certified by the commission and that 
the appellate court, instead of setting 
aside the order, may remand the case 
to the commission for further pro- 
ceedings in conformity with direc- 
tions of the court. 

Governor Roosevelt vetoed a bill 
passed by the New York legislature 
to allow railroads to conduct direct 
operation of bus lines; he agreed 
with Chairman Maltbie that there is 
no reason why railroads should not 
operate bus lines through separate 
corporations, bringing such subsidi- 
aries under regulation by the commis- 
sion. 
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What Others Think 





A Proposal for the Coérdinated Regulation 
of All Transportation Agencies 


T is difficult to discuss the financial 

doldrums of our railroads without 
discussing the shortcomings of our 
regulatory system. Not that the Inter- 
state Commerce Commission has not 
done the best that could be done about 
regulating the railroads for nearly a 
half century, but the fact remains that 
our regulation of transportation agen- 
cies has developed piecemeal. We re- 
stricted the Interstate Commerce Com- 
mission to the field of steam railroads, 
with a few so far unimportant excep- 
tions. We restricted the Shipping 
Board to the field of water transporta- 
tion. We placed commercial aero- 
nautics under the wing of the Secretary 
of Commerce. And now, when the 
regulation of motor carriers can hardly 
be postponed any longer, some of us 
have even suggested a separate regula- 
tory agency for the field of the motor 
carrier. 

Now comes the chairman of the In- 
terstate Commerce Commission, Claude 
R. Porter, and tells the state commis- 
sioners in convention assembled at Hot 
Springs, Arkansas, that we have been 
following the wrong track. Chairman 
Porter advocates the creation of a new 
governmental agency—a sort of super 
commission—to be known as the Bur- 
eau of Transportation, for the purpose 
of extending Federal regulation over all 
forms of transportation. 

The obvious advantage of Mr. Por- 
ter’s proposal would be the long needed 
coordination of regulation of all these 
different types of carriers, which, as a 
practical matter, compete with one an- 
other in a very realistic manner. 


R. Porter’s proposed bureau 
would function under the guid- 


ance of a single director, and it would 
be composed of the Interstate Com- 
merce Commission, the Shipping Board, 
and the Aeronautics Branch of the De- 
partment of Commerce. One of the 
redeeming features of Mr. Porter’s 
plan, especially in these hard times, is 
the economy of it; he claimed that it 
could be inaugurated without the cost 
of a single additional dollar to the pres- 
ent bill for Federal regulation. Only 
one new name need be added to the 
government’s payroll. 

The economy would be made possible 
largely through the repeal of the re- 
capture clause of the Transportation 
Act. If this expensive and mischievous 
provision which has hung around the 
Interstate Commerce Commission’s 
neck like the Old Man of the Sea for 
the last decade were eliminated, Mr. 
Porter feels confident that the com- 
mission would be able to assume the 
added duties involved in his plan to- 
gether with the regulation of busses and 
trucks which, it seems to be almost 
unanimously agreed, ought to be enact- 
ed by Congress as soon as possible. 

One of the details of the plan would 
be to enlarge the jurisdiction of the 
present Shipping Board to cover rates, 
service, capitalization, and other routine 
regulatory powers with respect to 
coastal and inland waterway carriers. 
A similar enlargement of regulatory 
jurisdiction over air carriers would be 
reposed in the Aeronautics Branch. 

Mr. Porter puts the whole matter in 
the proverbial nutshell when he told the 
state commissioners : 


“Tt is not a railroad problem alone that 
confronts us, but it is an airplane problem, 
a truck problem, and a waterway problem 
as well. The real problem is, how shall 
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we get the best service out of all these 
transportation agencies?” 


M* Porter denied that the freeing 
of the railroads from much of 
the regulation that now surrounds them 
would be desirable. He asserted that 
these champions of railroad freedom 
invariably fail to specify which sections 
of the Interstate Commerce Act they 
would repeal and which they would 
leave stand. He said that the people of 
the country are entitled to know the ac- 
tual point where the attack on the pres- 
ent regulatory law is to be made. 


NOTHER more radical suggestion 

for solving our national trans- 
portation difficulties comes from the 
city of Providence. The Rhode Island 
commission on foreign and domestic 
commerce has forwarded to Calvin 
Coolidge, as chairman of the National 
Transportation Committee, a sugges- 
tion that branch line railway mileage 
in New England should be replaced 
with heavy duty highways. The report 
pointed out that a large percentage of 


New England’s railway mileage orig- 
inally laid out for short-haul traffic has 
been abandoned because of the business 
lost to the motor carriers. It was esti- 
mated that 2,000 of 8,000 miles of rail- 
way in New England has thus been ren- 
dered obsolete. 

Under its proposed plan, it was said 
that banks, insurance companies, sav- 
ings institutions, and private investors 
would salvage in whole or in part 
$200,000,000 now tied up in nonproduc- 
tive rail property. Several methods of 
control of the proposed highways were 
suggested by the commission, among 
them being the sale of the roadbeds to 
the states, or development and operation 
of them by the railroads on a toll charge 


basis. 
—M. M. 


Appress. Hon. Clyde R. Porter at the annual 
convention, National Association of Rail- 
road and Utilities Commissioners. Hot 
Springs, Arkansas. November 15, 1932. 


Report. Rhode Island Commission on For- 
eign and Domestic Affairs. New ‘York 
Sun. November 14, 1932. 





Practices of the Commissions 
That Have Aroused a Backfire 


T is not an infrequent event for state 
I and Federal commissioners to tell 
the utilities what is wrong with them 
and what they should do to be saved. 
These admonitions have not by any 
means been confined to official records 
or reported decisions, and the pages of 
this department of Pusiic UTILITIES 
FoRTNIGHTLY have carried numerous 

. descriptions of addresses and articles 
by official regulators advising the utili- 
ties and pointing out their faults. 

But it is a poor rule that cannot work 
both ways, occasionally at least, and so, 
for a change, here is a collection of 
“kicks” which the utilities and others 
have registered against the commissions 
during the last few weeks. Of course 
it might be contempt, or lese majeste, 
or something of that sort, if the utility 
attorneys were to sass the teacher back 


in the hearing room and so, cloaking 
their complaints with the anonymity of 
editorial dicta, the following utterances 
have come to light through various 
periodicals. 


tRsTt of all, there is the matter of 

written opinions. Some lawyers 
appreciate long and elaborate opinions 
by the commissions on controverted 
matters. Others prefer more short and 
snappy utterances. But what can be 
said of the commission findings that 
have no opinion at all worth mention- 
ing? Well, here is what the Electrical 
W orld says of such a practice: 


“The closely knit reasoning which accom- 
panies higher court decisions constitutes a 
major element of their value to the legal 
a The same thing is true in the 

eld of commission regulation. In dis- 
puted cases both sides are entitled to be 
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told why the adjudicating tribunal takes 
the stated position. The mere utterance, 
sometimes comprising the only comment in 
a decision of a regulatory body, that ‘the 
board, after giving due consideration to 
the facts, concludes that injustice will not 
be the result of the finding,’ lacks helpful- 
ness as a guide toward future procedure. 
It deprives both sides of a necessary inter- 
pretation of the state’s attitude toward the 
contentions at stake and it leaves unsettled 
points of interest which bear very closely 
upon company policies and relations with 
customers and public authorities. 

“Since correct decisions are the fruit 
of close study, the main lines of thought 
which guide a regulatory body to a specific 
finding should be defined in the commis- 
sion’s pronouncements. Interested parties 
are entitled to them in common fairness, 
and there can be little doubt that one of 
the main factors in the success and pres- 
ervation of state regulation during the 
present century has been the frankness 
with which most of these tribunals have 
set forth their positions in controversial 
matters brought before them. The practice 
should be made unanimous.” 


ee railroad attorneys, it would ap- 
pear, are finding fault with a 
rather minor but probably annoying 
problem in Interstate Commerce Com- 
mission procedure. Perhaps the state 
commissions also may profitably ponder 
this complaint. It deals with the alleged 
“artistic disorder” on the part of the 
Federal commission in numbering pro- 
ceedings initiated by it. There seems 
to be no difference, for example, be- 
tween a proceeding called “Ex Parte 
57” and a proceeding called “No. 
13494.” There is no other indication 
except the number as to who the parties 
are or what the case is about. The 
Traffic World states: 


“But the prize is Ex Parte 105, proposed 
increase in express rates on berries. In 
addition to suggesting the absent-minded 
professor, it might be suggested that the 
title of that proceeding should be “Topsy’— 
it ‘just growed.’ The commission, up to 
the time this was written, had not put out 
an order instituting it. The public learned 
about its existence, in the breast of the 
commission, when it was announced that 
a hearing would be held on the subject at 
the time and place designated. However, 
it is suspected that those who are interested 
will believe, from the fact that a hearing 
has been announced, that the proceeding 
is in existence. 

“The way the commission has of 
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handling such a matter is suggestive of 
proceedings of the court of star chamber. 
Petitions asking for something in the way 
of a commission-initiated proceeding are 
held by the commission as if they were 
highly confidential, loaded with state 
secrets, and likely to explode if the public 
were permitted to learn about them. Some- 
times petitions such as the express com- 
panies filed last February are made public 
in the customary way when action is taken 
on them. At other times, those who hope 
to be kept informed by watching the out- 
givings of the secretary’s office must send 
for the docket when they learn that a 
petition has been filed and acted on, as in 
this berry rate proceeding. . 

“The only thing reasonably certain about 
numbering is that, if a man who is ag- 
grieved about a rate adjustment sends in 
a complaint, headed X. Y. Zimines vs. A. & 
R., it will take a formal docket number. 
If he sends in a petition asking the com- 
mission to do something about a rate 
situation outlined by him, it may come out 
as an ex parte proceeding—for which, by 
the way, there is no satisfactory definition, 
because all ex parte proceedings result in 
someone being called a respondent, which 
is generally the mark of an adversary pro- 
ceeding.” 


HE Newark Evening News steps 
forward with a suggestion that 


state commissions ought to abstain from 
blanket statements about rate revisions. 
This newspaper believes that a state 
commission ought to take each case as 
it comes along and devote its energies 
to getting equitable results as expedi- 
tiously as possible. The editorial states: 


“The commission’s function is a moot 
question. It is considered by some to be 
quasi judicial, with administrative func- 
tions. Others regard it as an irstrumen- 
tality of the state to safeguard the public. 
Whatever it may be, it is not called upon 
to establish, on its own initiative, a prima 
facie case for the fairness of a public util- 
ity’s earnings. 

“To effect reductions is excellent; to 
try for more reductions is commendable, 
but to set forth in detail a mathematical 
set-up which is open to attack is sticking 
your neck out. 

“When, in the opinion of the commission, 
facts are such as to make inadvisable a 
formal rate proceeding, it is sound policy 
to so advise the people of the state.” 


of the Lone Star Gas Company, 


M* Karl F. Griffith, chief counsel 


spoke plainly about the matter of com- 
mission bullying to the recent conven- 
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tion of the American Gas Association. 
He conceded that most commissions are 
doing an excellent job at regulation and 
doing it fairly. But he said there were 
some states (and he named them) 
where the governors have seen fit to 
dictate the commissions’ policies by ap- 
pointments to their personnel and to 
dominate rate proceedings for political 
purposes. Mr. Griffith chided some 
of the utilities for not standing their 
ground. He failed to see where a util- 
ity could improve its public relations by 
running away from a legal fight. He 
stated : 


“My opinion is entitled to no great 
weight, but my observations lead me to 
believe that the unfair attitude of certain 
of the state commissions toward the utili- 
ties is induced in part by a weak and vacil- 
lating attitude on the part of certain of the 
utilities. Many of the utilities, in order to 
avert political attacks, have made un- 
warranted rate concessions and solaced 
themselves with the thought that their 
public relations would thereby be improved. 
Such an attitude on the part of one utility 
makes the public believe that there must be 
something wrong about those utilities who 
stand their ground and refuse to yield to 
the political challenge. Now, do not mis- 
take what I say, if the public upon the facts 
is entitled to rate concessions from any util- 
ity, those rate concessions should be made 
and made voluntarily; but the public util- 
ity executive who makes unwarranted rate 
concessions to appease prejudice generated 
by the clamor of the politicians, is disloyal 
to his security holders and ultimately will 
be shown to have contributed to the break- 


past, the Electrical World states: 


“None will deny full power to any com- 
mission to carry out its regulatory func- 
tion of seeing to it that customers get 
good service and in return pay a reasonable 
return upon the fair value of the property 
used in giving the service. One could 
even go so far as to have commission ob- 
servers at meetings of utility boards of 
directors so that they would be informed 
of utility executive acts and the reasons 
for them—we believe firmly in informed 
state regulation. But there are definite 
reasons for calling a halt to the introduc- 
tion of the management function into the 
regulatory situation. It is not needed and 
it is highly detrimental to the public in- 
terest. 

“Inexpert and lawyer-minded commis- 
sions cannot make intelligent management 
decisions. They cannot apply local knowl- 
edge or practical knowledge to the business 
and they do not have the vision and initia- 
tive needed to expand, to improve, and 
to reduce the cost of electric service. Com- 
mission management will kill all private 
initiative in the business, drive out the able 
and daring leaders needed to build the busi- 
ness, and make it impossible to obtain the 
capital necessary to build the business. 
The certain way to stifle electrification de- 
velopments in America for the benefit of 
the public is to grant rigid management 
functions té state commissions. And the 
definite method for stopping this trend is 
for the local and national utilities to assert 
and affirm their authority to manage their 
business and to so manage it that there 
will be no occasion for commission inter- 
vention because of practices and policies 
detrimental to the interests of the business 
and of the public.” 


Of course, there is a great deal to be 


down of his public utility service. said on the other side. But the other 


Mr. Griffith concluded that commis- side appears in print so often that few 
sions who persecute utilities for popular would begrudge the utilities and their 
applause are not really doing themselves lawyers the opportunity to air their 
any favor because the inevitable court grievances. 
reversal which comes from butting one’s —M. M. 
head against the stone wall of estab- 
lished decisions gives real cause for the Se ad — . eeeer Come 
popular charge of a breakdown in com- _ py Karl F. Griffith, Chief Counsel, Lone 
mission regulation. Star Gas Company, at the American Gas 
ae Convention, October 10-12, 


oe the most serious fault (with 
or without just cause) which utili- Eprrortat. Electrical World. September 10, 
ties and their counsel have to find with 1932. 

the commissions is the matter of alleged Eprrortrat. The Traffic World. April 23, 
interference with utility management. 1932. 

Conceding the advantages and accom- fprpoprar. The Newark Evening News. 
plishments of the commissions in the October 6, 1932. 
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The Public Utility Commissioner in the Réle of 
Prosecutor, Juryman, and Judge 


’ is doubtless unfortunate that need 
should be felt for the condensation 
of an exposition of the problems in- 
volved in the field of power and light 
regulation in a single chapter. Yet 
Leslie Thomas Fournier writes on 
“Regulating the Power and Light In- 
dustry,” in the recent compendium, 
“Facing the Facts,” under this trying 
condition. In the opinion of this ob- 
server, he does so with marked success. 
Combined impartiality with factual 
concision in these times of verbiage and 
bias is a comparative oddity. The 
author achieves conciseness. The read- 
er may judge upon the other issue, ac- 
cording to his own prejudices, from 
Professor Fournier’s conclusion : 


“Yet even the most ardent advocates of 
public ownership must realize that the 
private industry is so strongly intrenched 
that its ultimate purchase or replacement 
by public ownership is either visionary or 
will be long postponed. Hence the real 
task of the present is to strengthen regula- 
tion. Unfortunately this will not be easy 
as long as the public is lulled into com- 
placent indifference by utility propaganda 
which proclaims that commission regula- 
tion is functioning satisfactorily.” 


There is no conclusion worth men- 
tioning without a thesis. Professor 
Fournier’s thesis, so far as it is possible 
to have one in thirty pages devoted 
inter alia to a résumé of the valuation 
will-o’-the-wisp and the holding com- 
pany abuses, is that public utility com- 
missioners should be given the chance 
to be commissioners, not clerks. Once 
this is accomplished by adequate salaries 
and assistance, the attitude of the com- 
mission becomes the chief concern. 

_ Professor Fournier asks the ques- 
tion: 

“Should it regard itself as a court to 
which complaints by the consumers or utili- 
ties may be made, and before which testi- 
mony is produced on the participant’s own 
resources ?” 


The answer is negative. 
First, the cost of regulation, and the 
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expense of investigation and expert as- 
sistance, should be taxed to utility, and 
thence ultimately to the consumer. As 
an immediate solution to meet an im- 
mediate need, this is defensible. If the 
war must continue, let both warriors 
be equally armed. 

Second, says Professor Fournier, the 
commission 


: must be given a mandate to 
become an aggressive, fact-finding, ad- 
ministrative agency charged with the duty 
of proceeding, on its own motion, to search 
out all the facts and decide upon those 
facts, assuming full responsibility for pro- 
tecting the public interest.” 


The recent Wisconsin statute is cited 
as a laudatory example. It is here that 
this observer pauses. The proposed 
spectacle of the commission leaping 
from its place as prosecutor at the 
counsel’s table into the jury box, and 
at length clambering onto the bench to 
conclude the session, is hard to imagine. 
From what source will be drafted these 
future commissioners who become par- 
tial and impartial as easily as one 
changes the temperature of water from 
a one-spigot two-handled faucet? Per- 
haps Governor Roosevelt did not act 
so wisely in vetoing the recent bill creat- 
ing the office of People’s Counsel to act 
in behalf of the consumer’s interest 
before the commission. Adequately 
financed by the consumer via the utili- 
ties, this office, recommended by the 
recent report of the New York Revision 
Commission, would go far to protect 
the consumer, while the utilities would 
not be judged by their prosecutor. 

Before turning to other matters, it 
may be pointed out that the author un- 
derestimates when he says that “state 
commission control of local utilities be- 
gan twenty-five years ago. .” The 
Massachusetts Board of Gas Commis- 
sioners, with power to regulate the 
quality and price of gas to the consum- 
er, and to supervise accounts, was 
created in 1885. In 1887, the powers 
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of this body were extended to the elec- 
tric lighting business. 


N the same book, next behind Pro- 

fessor Fournier’s contribution, comes 
a chapter by Frank Haigh Dixon, en- 
titled “The Railroad and Its Competi- 
tors.” The use of the plural, “competi- 
tors” is a reminder that the motor ve- 
hicle is not the only form of trans- 
portation that the rails have to contend 
with after all. A portion of the chap- 
ter is given over to the strugglings of 
the waterways. But the trucks and 
busses are “front and center.” 

Professor Dixon draws deeply from 
the recent investigation by the Interstate 
Commerce Commission consummated 
in the report hopefully entitled “Co- 
ordination of Motor Transportation.” # 
It may be for this reason that his ac- 
count is a competent history of current 
events in this field, but misses the finer 
nuances. He says that contract car- 
riers “under present rulings of the Su- 
preme Court are free from 
control,” but that if the recent Texas 
regulatory statute “is sustained by the 
Supreme Court, the contract carrier 
will be brought within the grasp of the 
regulatory authorities. .. appar- 
ently without realizing the significance 
of such a sustaining decision not only 
to the business of contract carriage, but 
to every other competitive business. 


1 (Lincoln, The Results of Municipal Elec- 
tric Lighting in Massachuetts, 1918, pp. 36, 


37.) 
$ (182 I. C. C. 263). 


ROFESSOR Dixon confuses a constitu- 

tional and an administrative question 
when he says that “all of the ad- 
vantages of the common carrier with 
none of the legal liabilities can apparent- 
ly be secured under the contract carrier 
organization, where the operator makes 
a separate contract with each shipper 
for individual hauls or for a stated 
term.” A carrier is not a contract car- 
rier because he makes a contract to 
carry; every bill of lading issued by a 
common carrier is a contract. There 
are doubtless many truck operators who 
solicit everyone’s business and who are 
in fact common carriers, but attempt to 
avoid regulation by making contracts 
with each shipper. It is primarily an 
administrative problem to sort out such 
operators and subject them to regula- 
tion. It is not until this type of so- 
called “wildcat” operator is dealt with 
or discounted, that, in the opinion of 
this observer, the question of the pro- 
priety and constitutionality of the regu- 
lation of the private contract carrier, 
who serves a few shippers exclusively, 
can be congidered. 

Professor Dixon concludes his chap- 
ter with the benediction: 


“More economics and less politics in the 
handling of regulatory problems should be 
the guide to action.” 


At least no one will dispute that. 
—Horace P. MouLton 


Facinc THE Facts. Edited by J. G. Smith, 
New York: Putnam’s Sons, 1932. 372 
pages. Price $3.00. 





A Plea for Simplified and Uniform 
Rate Schedules 


—_ the milkman drove up to 
your door some morning and pre- 
sented a bill for the month’s milk sup- 
ply based upon a schedule which read 
something like this: 

“RATES FOR MILK 


“(This Schedule applies to Raw Milk. 
For Pasteurized Milk, see Schedule 14, 


Pages 12-13, et seq.) 

“Customer charge, 50 cents. 

“Milk charge: 

“First 1,000 cubic centimeters, 1 mill per 
cc. 

“Next 5,000 cubic centimeters, # mill per 
ce. 

“Next 10,000 cubic centimeters, 4 mill per 


ce. 
“All in excess, 4 mill per cc. 
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“These charges shall be based upon a 
constant delivery of not more than 30,000 
cubic centimeters of milk per month per 
customer, per route, with customer charge 
applying to not more than three rooms, 
and an additional customer charge of 10 
cents per room for each additional room, 
not including hallways, alcoves, closets, 
pantries, bathrooms, attics, and so on.” 


Of course, it sounds ridiculous, but 
Paul M. Downing, general manager of 
the Pacific Gas and Electric Company, 
wants to know if the bills which mod- 
ern gas and electric utilities present to 
housewives are any more intelligible. 
He feels that in the rush to promote 
consumption, our utility rate engineers 
have quite overlooked an important 
viewpoint, to wit: the customer’s view- 
point. 


sb electric light customer does not 
generally know the difference be- 
tween a kilowatt and a kilowatt hour. 
Neither does his wife. They both give 
up in despair after trying to figure out 
their bill, and, like most humans who 
distrust what they do not understand, 
they frequently become convinced that 
the technical terms are mere disguise 
for a “fast one” which the utility is try- 
ing to put over on them. 

Domestic consumers generally would 
regard as an ideal rate one as easily un- 
derstood as a grocer’s bargain-day ad- 
vertisement, which names a definite 
price for a definite article. Industrial 
and commercial consumers would like a 
rate which they might understand with- 
out calling in a technical adviser. Mr. 
Downing scores a telling point when he 
takes a (hypothetical) housewife on a 
tour through the country. Assuming 
that she has mastered all the compli- 
cations of her rate schedule in her 
own city after brain-racking studies, she 
finds an entire new theory and a com- 
plete new set of complications in her 
meighboring city. Similar differences 


occur throughout her state. In the next 
state she must forget all she learned and 
start all over again on a new theory, and 
so on ad nauseam throughout every 
state in the Union. 

Now, if there is, as the rate engineers 
insist, so many and such excellent rea- 
sons for all these complications, why is 
it that no two sets of rate complications 
entirely agree? Why is there such a 
complete lack of uniformity throughout 
the country, and, more often than not, 
throughout the state, not only as to 
statistical detail, but even as to the un- 
derlying theories of rate charges. 

Mr. Downing modestly declines to 
undertake the composition of the ideal 
rate structure, but he does challenge the 
rate engineers to work towards that end. 
He concluded: 


“What can be done to correct the situa- 
tion? The writer has no panacea to sug- 
gest. No one man could offer a solution 
that would be acceptable to everyone. To 
think that rates and rate schedules can be 
simplified by one sweeping gesture would, 
of course, be absurd. Our rate engineers 
are no different from experts in other lines 
of business. They have to be guided by 
experience. They may endeavor to follow 
the blazed trail, but too frequently they 
wander away from the familiar route seek- 
ing to discover hidden vales and coulees of 
their own where springs of new revenue 
may bubble. If the faults I have pointed 
out are to be corrected it must be done 
through the codperation and united efforts 
of the best brains of our industry, and I 
am confident that the men who are capable 
of evolving the elaborate and complicated 
rate structures now in effect are just as 
capable of devising simple, easily under- 
stood standards which will not only satisfy 
our millions of consumers but will go a 
long way toward building up public confi- 
dence in the integrity of our industry.” 


—W.R.N. 


Rate SIMPLIFICATION As AN INDUSTRY NEED. 
By Paul M. Downing. An address before 
the 55th Convention of the National Elec- 
tric Light Association. Atlantic City, N 
J. June 5-10, 1932. 





The Costs of Regulation in Connecticut 


On pages 546 and 547 of the November 10th issue of this magazine there 

occurred a typographical error which would indicate that the cost of regu- 

lation in Connecticut is assessed against the utility. No such assessment 
prevails in that state. 
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Shall We Kill, Cure, or Regulate 
the Holding Company? 


NE of the most thought-provoca- 

tive and yet short and simple crit- 
ical articles about the holding company 
appeared in The New Republic under 
the signature of Professor James C. 
Bonbright of Columbia University. 
Within the brief space of three and one- 
half pages Professor Bonbright man- 
ages to present a complete indictment 
against the holding company. 

Of course, the various points that he 
makes in the course of his argument 
could well have amplification, but this 
terse skeleton diagnosis is not without 
virtue of its own in that it enables us to 
consider the faults of the holding com- 
pany in their true perspective without 
losing ourselves in the details of discus- 
sion of the particular phases. 


o attempt to reduce Professor Bon- 
bright’s article beyond the point to 
which it has already been reduced is a 


good deal like trying to write a syllabus 
of a syllabus, but here is the supercon- 
densed gist of it for what it may be 
worth: 


1. Irrational consolidation. 
2. Overcapitalization. 
3. Uncontrolled management charges. 


These are the three capital sins of the 
holding company. Granting the advan- 
tages and economies of joint operations 
of neighboring plants, there can be no 
engineering or operative justification 
for joining plants in Maine with those 
in California ; that is irrational consoli- 
dation. One might as well argue that 
it would be economical to join the city 
government of New York with that of 
Los Angeles. This is probably the 
worst fault of the holding. company in 
Professor Bonbright’s opinion. 

Conceived as a fund-raising device to 
aid the operating subsidiaries, the hold- 
ing companies, many of them at least, 
yielded during the boom era to the 
temptation of issuing to their own 
stockholders or officers all sorts of par- 


ticipation instruments until the balance 
sheet was loaded beyond the Plimsoll 
mark of financial safety. When foul 
weather came, these parents, instead of 
being a help to their children, became a 
drag and a drain on them. The chil- 
dren, Professor Bonbright admits, have 
kept fairly solvent—thanks to commis- 
sion regulation. 

So much for overcapitalization. 

The profit-making management or 
service charge is too well known to de- 
scribe. Professor Bonbright thinks it 
indecent and dishonest—something like 
a father selling bread to his own chil- 
dren and making a profit on it. 

This brings the professor to an appa- 
rent crossroads. What are we going to 
do about this holding company? Shall 
we kill it, or cure it? But Professor 
Bonbright refuses to accept either horn 
of the dilemma; he refuses, indeed, to 
admit that there is any dilemma. He 
does admit that if there were a neces- 
sary choice between letting the holding 
company go on as it has been going on 
and killing it, he, for one, would gladly 
sharpen the ax. But, he says, there are 
some useful fields in which the holding 
company is rendering valuable public 
service. The American Telephone and 
Telegraph Company may take a bow at 
this point since the professor expressly 
gives to it a passing mark. But after 
mentioning this honor student, the pro- 
fessor is somewhat vague about other 
holding companies to which he would 
give his nihil obstat. He prefers a neg- 
ative test. There is no need to mention 
names here (Professor Bonbright 
names five), but he would proscribe the 
following list: 

1. Holding companies combining 
physically unrelated properties. 

2. Holding companies, which, in de- 
fiance of laws of chemistry, have so far 
been mixing oil with water, gas, elec- 
tricity, and what have you? Utility 
service should be kept separate and 
properly labelled. 
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3. Holding companies which combine 
gas with electric service. (These are 
mere suspects. ) 

4. Holding companies whose corpo- 
rate structures resemble the pyramid of 
Cheops. There is no justification for 
intermediate holding companies. 


o much for the black list. But what 
S are we to do with those who sur- 
vive these tests? Here is a job for the 
lawyers (and a real job, too, if consti- 
tutional precedent means anything). 
Professor Bonbright wants three kinds 
of legal regulation. Number one will 
enforce rigorous publicity of holding 
company accounts under uniform rules 
of public auditing. Law number two 
would put the control of holding com- 
pany securities under the state commis- 
sions. Professor Bonbright would have 
us go a little slow here until all or most 
of the water can be boiled out of the 
holding company securities so that the 
commissions will not have to take the 
responsibility for past excesses. 

Law number three would regulate 
payments for management or other 
services. It is not enough to restrict 
these charges to a “reasonable” status. 
We should absolutely deny any profit 
between the parent and child; there is 
no more justification for it than for 


“reasonable profit” for a trustee on 
trading with the cestui que trust. Pro- 
fessor Bonbright here commends the 
practice adopted by the Commonwealth 
and Southern Corporation in abstaining 
itself from doing business directly with 
its subsidiaries by creating a special 
management or “service” subsidiary all 
of whose stock is proportionately held 
by the operating subsidiaries. 


| pene Professor Bonbright does 
not believe that Federal control 
should supersede or even encroach upon 
state control. As long as interstate 
holding companies are tolerated, he 
says, some measure of Federal control 
will be necessary. But, he adds, “pub- 
lic utility enterprises are far more local 
in character than are the steam rail- 
roads, and they will remain so despite 
the development of superpower and 
long-distance pipe lines.” He does sug- 
gest, however, “some Federal agency to 
ordinate the activities of the local com- 
missions and to decide disputes between 
them when they cannot settle their own 
quarrels.” 
More work for the lawyers! 
—F. X. W. 


Can WE Curs THE Hotpinc Company? By 
Professor James C. Bonbright. The New 
Republic. November 2, 1932. 
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The March of Events 





Former Commissioner Named 
As Rail Arbitrator 


MAN of twenty years’ experience in trans- 

portation was selected in Chicago on 
November 28th to iron out the disputes and 
attempt to increase the profits of more than 
thirty railroads in the western half of the 
United States. He is Harry Guy Taylor, 52, 
a small-town boy from Nebraska, whose 
career includes that of newspaper publisher 
and legislator, as well as railroad expert. 
His present position is manager of public 
relations for the car service department of 
the American Railway Association. 

Mr. Taylor is chiefly known in regulatory 
circles as a former member of the Nebraska 
State Railway Commission. During his term in 
that office he became president of the National 
Association of Railway and Utilities Com- 
missioners. Mr. Taylor was graduated from 
York College at York, Nebraska, and published 
weekly papers at Central City, Nebraska, and 
Almena, Kansas. He served in the Nebraska 
legislature. After leaving the Nebraska State 
Railway Commission he became chairman of 
the Central Western Shippers Advisory Board. 
Five years ago he began his work with the 
American Railway Association which con- 
tinued until his recent appointment. 

Mr. Taylor's powers in the financially dis- 
tressed railroad world will be large, all of 
the western lines having agreed to accept his 
rulings as final. His job will chiefly consist 
of rulings in the matters of rates and train 
schedules. Railway officials predict that the 
new commissioner will do much to remove 
harmful competition from the industry. 

Gray, president of the Union Pacific 
Railroad, explained that Mr. Taylor would 
not be a “czar” in the common acceptance 
of that term, since no railroad management 


e 


can legally or morally divest itself of ulti- 
mate freedom of action. Mr. Taylor accord- 
ingly will have no powers to enforce his 
rulings, but the agreement between the roads 
is expected to be sufficient. Mr. Taylor will 
not enter any matter upon his own initiative 
but he will be available to act in any matter 
to which the railroads call his attention. His 
sepsettnent became effective December 15, 


aa 


Power Board Asks Wider 
Authority 


ENEWING its recommendations for Federal 

regulation of holding companies, the 
Federal Power Commission in its annual re- 
port to Congress on November 27th suggested 
other important changes in the Federal Water 
Power Act to clear up ambiguities and to 
enlarge and make more effective the author- 
ity of the commission, according to a special 
dispatch to the New York Times. 

One of the most important of these recom- 
mend&tions was a suggested amendment of 
§ 3 of the act so as to enable the commis- 
sion to apply the “test of prudence” to cost 
expenditures of government licensees for 
ultimate determination of their net invest- 
ment. Other recommendations are the dele- 
gation to the commission of broader investi- 
gating powers, similar to such powers as are 
now enjoyed by the Interstate Commerce 
Commission and the Federal Trade Commis- 
sion. It was also suggested that some sim- 
plification of the law regarding the com- 
mission’s power to regulate rates, services, 
and securities of Federal licensees might be 
in order to facilitate the codperation between 
the Federal and the state commissions. 


California 


New Form of Utility Taxation 
Considered 


HE California commission at its San 
Francisco office on November 17th an- 
nounced that it had drafted an amendment 
to the Public Utilities Act to substitute direct 
assessment on utilities as a method of financ- 


ing California regulatory costs for the pres- 

ent method of drawing upon the general tax 
fund of the state. The present annual ex- 
pense of the commission is approximately 
one-half a million dollars. Assessment would 
be made on gross operating revenues and 
limited to one tenth of one per cent annually 
in each case. The amendment may be pre- 
sented to the next legislative session. 
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Gas Utility to Resist Rate Cut 


TTACKING as “unconstitutional and 
amounting to confiscation of property,” 
the Southern California Gas Company on 
November 14th served notice that it will re- 
sist the recent order of the California Rail- 
road Commission for a reduction in rates 


e 


in the vicinity of San Bernardino. The gas 
company and the Coast Counties Gas & 
Electric Company joined in asking the state 
commission to reconsider the order. In San 
Francisco on November 14th the commission 
had ordered a reduction which would save 
approximately one half a million dollars a 
year to consumers in southern California. 


Colorado 


Fight for Lower Gas Rates 
Starts in Denver 


ROCEEDINGS by the city of Denver to de- 
or a reduction in natural gas rates 
charged in that city were commenced before 
the state public utilities commission of Col- 
orado on November 14th when City Attorney 
James D. Parriott and his assistant, Fred- 
erick P. Cranston, filed a brief upholding the 
right of the commission to investigate gas 
rates charged to the distributing company by 
the Colorado Interstate Gas Company. The 
company named, which supplies the retail dis- 
tributing companies in that district, refused 
to submit to the commission's jurisdiction 
upon the theory that it was not engaged in 
intrastate commerce public utility business. 
This position was attacked by the city attor- 
ney as well as A. L. Vogl, attorney for the 
New Mexico and Colorado Coal Operators 
Association, who pointed out that the Denver 
people, or any other users of natural gas, 
domestic or industrial, would have no re- 
course to obtain a readjustment of rates un- 


less the commission would take jurisdiction 
over the Colorado Interstate Gas Company. 


> 


Greeley Citizens Threaten 
Municipal Ownership 


7 electric light rates, or a munic- 
ipally owned plant” was the threat of 
the citizens of Greeley and surrounding terri- 
tory in a letter to the Colorado commission on 
November 20th, according to a dispatch to 
the Denver Post. 

A letter signed by the Weld County Mu- 
nicipal League asks for an informal hearing 
before the commission to discuss the rate 
situation in Greeley. The letter pointed to 
the alleged lower rates of the municipally 
owned plants in Fort Morgan, Longmont, 
Loveland, and Colorado Springs. It was also 
pointed out that the private company operat- 
ing in Greeley did not have a franchise from 
the city and could be replaced by a municipal 
plant at once. 


Distri&t of Columbia 


Three-Cent Carfare for School 
Children Defended 


Cupar that the small pecuniary loss 
suffered by the street railway companies 
and the city of Washington would not be 
sufficient to invalidate the order of the public 
utilities commission of that jurisdiction in 


establishing a 3-cent fare for school children 
was set forth in a brief filed in the District 
Supreme Court by People’s Counsel Richmond 
B. Keech and Assistant Corporation Counsel 
William A. Roberts. The brief is in support 
of a motion to dismiss the appeal of the 
street railways from the public utilities com- 
mission order now pending before the Dis- 
trict of Columbia Supreme Court. 


Florida 


Voluntary Gas Rate Cut 
in Tampa 


ENERAL reductions in gas rates that will 
save 14,500 home consumers, industrial 


plants, and schools in Tampa between $60,000 
and $75,000 a year were announced on No- 
vember 19th by Roscoe Nettles, secretary 
and manager of the gas company. 

Effective January 1, 1933, the cuts in the 
domestic rate will apply to all consumers 
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using more than 1,000 cubic feet a month. 
The industrial rate has been materially re- 
duced for consumers using more than 10,000 
cubic feet a month. Mr. Nettles explained 
that the reductions were made voluntarily by 
the company and offered a saving to all con- 
sumers whose use of gas monthly exceeds 
the fixed minimum consumption necessary 
to meet the fixed cost of service. For do- 


e 


mestic service this minimum was estimated 
at 1,000 cubic feet a month. It was pointed 
out that the adoption of a program of strict 
economy has made the rate cut possible, that 
every employee of the company has had a 
part in bringing about the saving and that 
the company itself had in its manufacturing 
plant every known device for the economical 
production of gas. 


Illinois 


Metropolis Municipal Plant 
Defended 


FE. E. TRoBAUGH, attorney of West Frank- 
e fort, Illinois, submitted to the West 
Frankfort American a report of his investiga- 
tion of the power plant owned and operated 
by the city of Metropolis. The report was 
in answer to statements by an official of a 
private electrical utility operating in that 
vicinity, to the effect that the Metropolis plant 
was not being operated successfully. Mr. 
Trobaugh thereupon undertook an investiga- 
tion. It was reported to indicate that the city 
had made much more money than was orig- 
inally contemplated out of its electrical 
operations. The rates for domestic consumers 
were 9 cents a kilowatt hour with the mini- 
mum rate of $1 a month, notwithstanding 
the fact that two thirds of the current 
generated was used for municipal purposes, 
such as street lighting and the operation of 
the municipal water plant, from which no 
revenue is obtained. 


e 
Indiana 


Series of Voluntary Rate Cuts 


NDIANA electrical consumers continue to 

enjoy a series of rate cuts brought about 
by voluntary action of electrical utilities or 
by negotiations. On November 17th the 
Northern Indiana Power Company filed with 
the public service commission reduced rate 
schedules for electrical service in six towns 
in the region of Akron. The towns included 
North Manchester, Liberty Mills, Sidney, 
Fishers, Michigantown, and Royal Center. 

In each case company officials and town 
authorities conferred and agreed on down- 
ward revisions. At the same time the com- 
pany proposed a curtailment of electric light- 
ing service in both the residential and busi- 
ness sections of Warsaw in order to enable 
the city council to meet a $5,000 reduction 
in its 1933 city budget as ordered by the 
Kosciusko County Tax Adjustment Board. 


Lower Utility Rates by 
Negotiation 


ALESBURG patrons of the Illinois Power 

and Light Corporation will pay lower 
electric power and gas rates before many 
weeks have passed, according to statements 
made to the city council on November 2lst 
by Mayor Joe E. Anderson and Alderman 
George Phillips of the special rate investiga- 
tion committee appointed by Mayor Anderson 
some time ago. Summarizing the results of 
the committee’s work, Mr. Phillips assured 
the council that there will be a substantial 
reduction in rates at an early date and that 
the schedule of revised rates will be ready 
for publication at the following council meet- 
ing. 
The reductions will come as the result of 
extended negotiations between Mayor Ander- 
son, the special committee, and Manager R. 
F. Carley, and other officials of the Illinois 
Power and Light Corporation, it was stated 
by the Galesburg Register-Mail. 


In the towns of Walton, Onward, and 
Bunker Hill the commission has approved 
of voluntary rate reductions filed by the 
Traction Light and Power Company, accord- 
ing to the Logansport Phar-Tribune. The 
town of Berne will save more than $400 a 
year on street lighting through reductions 
agreed to by the Indiana Service Corporation 
upon the request of the town council, accord- 
ing to an announcement in the Fort Wayne 
News-Sentinel. 

In Hagerstown an optional schedule of 
electric rates, to encourage increased domestic 
consumption of electric energy through that 
community, has been approved by the Indiana 
Public Service Commission to begin on De- 
cember 1, 1932. This was the second elec- 
tric rate revision for Hagerstown within a 
year, which resulted from a contract entered 
into between the town and the Interstate 
Public Service Company. 
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Iowa 


Sioux City Demands Utility 
Rate Cut 


a ranging from 20 per cent to 
25 per cent in gas and electric rates in 
Sioux City were ordered by the city council 
on November 16th, in a resolution adopted 


after nearly two years of investigation and 
two days of intensive study. The council 
granted the Sioux City Gas and Electric 
Company until December 16th to appear and 
show cause why the proposed reductions 
in rates should not be put into effect, ac- 
cording to a news dispatch in the Sioux City 
Journal. 


e 


Kentucky 


Louisville Mayor Attempts Gas 
Rate Settlement 


n a letter to the Board of Aldermen of 

Louisville, Mayor William B. Harrison 
summarized his recent proposal for a settle- 
ment of Louisville’s gas rate controversy. 
The proposal, if adopted, would authorize 
the city to enter into a contract with the 
Louisville Gas and Electric Company for the 
institution (on passage of new gas franchise 
and electric rate ordinances) of‘ certain charg- 
es for gas, which charges shall be similar to 
those specified in the new gas franchise, 


e 


when adopted, and which shall continue in 
effect until the expiration of the present gas 
franchise held by the company on June 14, 
1933. The prime consideration for such a 
contract was said to be the simultaneous 
reduction of electric rates to the end that 
for the remaining life of the existing gas 
franchise the Louisville citizens might enjoy 
a net saving in the cost of gas and electric 
service of not less than $250,000. Mayor 
Harrison’s proposal was opposed by Rufus 
A. Hines, chairman of the Revisions Commit- 
tee of the Board of Aldermen, as well as the 
Louisville Council of Civic Clubs, and the 
Louisville Taxpayers’ League. 


Louisiana 


Louisiana Public Service 
Commission Reorganized 


HE Louisiana Public Service Commission 

has been reorganized under Governor O. 
K. Allen by the qualification of Wade O. 
Martin, of St. Martinsville; as a member of 
the commission to succeed Dudley J. LeBlanc 
and the election of Harvey G. Fields, already 
a member, to succeed Francis Williams. 
Colonel P. A. Frye, who has been traffic 


manager of the State Highway Commission, 
was chosen as secretary of the public service 
commission to succeed James Helm. Alex 
Grouchy, former mayor of Baton Rouge, was 
appointed as assistant secretary and general 
field representative. The public service com- 
mission announced that it has taken jurisdic- 
tion in flood control matters pursuant to a 
provision of the Constitution. Mr. Martin 
was designated by Governor Allen as chair- 
man of the Louisiana Flood Control Com- 
mittee. 
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Massachusetts 


Lawrence Policemen Gather 
City Rate Evidence 


HE police department of Lawrence, Mas- 
sachusetts, continues its neighborhood 
canvassing for signers of a petition for a 
reduction in electric power rates. The move 
to have the policemen secure and report sig- 


natures was sponsored by Alderman Galvin, 
and the first returns, according to the Law- 
rence Tribune for November 22nd, showed 
that 147 out of the first 150 families visited 
signed the petition, only leaving a balance of 
3 families which refused to sign. Individual 
printed forms are provided for each house- 
holder. Each is headed “Petition for re- 
duction in electric power rates for users in 
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Lawrence.” There are lines for the name 
and address and for answering questions as 
to whether both gas and electricity are used, 
and also for an explanation of the reason if 


they are not being used. The petition is to 
be used in a proceeding before the department 
of public utilities for a hearing on alleged 
excessive power rates charged in that city. 


e 


Michigan 


Lower Utility Rates Sought in 
Grand Rapids 


Wi investigation of gas rates and prop- 
erty valuation of the Grand Rapids Gas 
Light Company already under way, the 
Grand Rapids city commission on November 
17th instructed Charles A. Hamilton, public 
service director, to seek a reduction in the 
rates of the Consumers Power Company as 
recommended by the committee. The com- 
mittee reported that with other municipalities 
working to the same end, Grand Rapids 
should codperate, seeking reductions in both 
power and domestic electric rates. City 
Attorney Dale Souter was instructed to 
collaborate. Mayor John D. Karel officially 
appointed Commissioners George Veldman, 
John McNabb, and J. Arthur Whitworth as 
a committee of three to solicit a reduction in 
local gas rates out of court and in friendly 
fashion, if possible. 


Immediate Power Rate Cut for 
Detroit Urged 


HE Michigan Public Utilities Commission 

should order the Detroit Edison Com- 
pany to cut domestic and industrial rates at 
once, Harold Goodman, attorney for Dearborn 
and River Rouge, and ally of Detroit in the 
latter’s rate fight, asserted in a brief filed 
with the Michigan commission on November 
17th. Mr. Goodman’s brief contended that 
there is no occasion to await a detailed in- 
ventory and appraisal before according the 
public the saving of $13,700 a day to which 
it is entitled, and concluded that it would not 
be in public interest to delay a rate reduction 
until a detailed inventory and appraisal is 
made. The brief also pointed out that the 
commission is justified in applying at the 
present time rates based upon the book cost 
of the Detroit Edison properties pending a 
later finding of present value. 


%, 


Missouri 


Initiative on Utility Taxation 
Threatened 


i the Springfield city council refuses to 
adopt the proposed 5 per cent license tax 
on public utility companies of Springfield, the 
matter will be made an initiative measure to 


be voted upon by the people, M. D. Lightfoot, 
president of the Taxpayers Conservation 
League, declared at a meeting of the council 
on November 18th. Mr. Lightfoot further 
threatened that any agreement made by the 
city council with the electrical utility concern- 
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ing the commercial electric rate, which was 
unsatisfactory to his organization, would be 
treated as a “scrap of paper,” and that an 
appeal would thereupon be taken to the state 
public service commission. 

The opposition of Mr. Lightfoot was direct- 
ed at the recent proposal of the Springfield 
Gas and Electric Company to put into effect 
a demand electric rate for commercial pur- 
poses. The utility company meanwhile has 
been active in securing the endorsement of 
the proposed rate from its commercial con- 
sumers, and expects to make known the re- 
sult of its canvass at an early date. 


New Hampshire 


Commission Asks for Addi- 
tional Powers 


HE need of additional legislation to con- 
trol public utility holding companies was 
pointed out in the biennial report of the 
public service commission to Governor Win- 


ant made public December Ist. The report 
stated that the New Hampshire commission's 
investigation of the operations of the Asso- 
ciated Gas and Electric System had inspired 
other jurisdictions to institute investigations 
“looking toward elimination of some ills of 
utility giantism.” 

The report pointed out that holding com- 
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panies are unregulated at the present time 
by either state or Federal authority, and that 
public attention has been focused on them 


particularly since recent financial difficulties 
of certain large companies have made plain 
that harm can result from their existence. 


€ 


New Jersey 


Trenton Official Holds State 
Commission Responsible 


A fapteremntange eng the fact that practical 
assurance has been made that a reduc- 
tion in electric rates throughout New Jersey 
would result from pending negotiations be- 
tween the New Jersey commission and the 
Public Service Corporation of that state, City 
Commissioner George W. Page of Trenton 
continued his demand for an immediate 
formal rate proceeding by the commission. 
On November 16th the secretary of the com- 
mission, Emmett T. Drew, informed Commis- 
sioner Page that if he desired to file a formal 
complaint against the electric rates of the 
Public Service Company, the commission 
would be glad to afford him an early hearing 
although it was thought wiser to await the 
outcome of pending negotiations. Mr. Page, 
however, said that it was the commission’s 
job to take the initiative in rate cutting and 
that individual complaints should not be 
put to the expense and effort of preparing a 
rate case to be defended by the utility com- 
pany. He pointed out that the board did not 
require the Public Service Corporation to 
submit its case in an opening hearing. Mr. 
Page concluded that the state commission 
should itself order a substantial reduction 
and then permit the utility company to appeal 
if it so desired. In the meantime, according 
to the Mt. Holly Mirror of November 23rd, 
a definite announcement of a prospective re- 
duction in electric light rates in New Jersey 
was received, when it was authoritatively 
stated that negotiations between the state 
commission and the Public Service Corpora- 
tion had been terminated and that new rates, 
to be made probably during the month of 
December, were only awaiting figures during 
the month of November before being definite- 
ly agreed upon. It was asserted that the 


reduction would be substantial, probably be- 
tween two and three million dollars a year. 


* 


New Jersey Cities Seek Water 
Rate Cut 


NUMBER Of New Jersey municipalities 

were seeking reduced water rates during 
the month of November. The subject of 
water rates was brought up by the Riverton 
Borough Council on November 16th, and a 
resolution was passed authorizing the mayor 
to codperate with other bureaus to study the 
water rates paid in such municipalities. On 
November 22nd the city council of Northfield 
adopted a resolution requesting the state 
commission to set a date for a hearing on a 
request for reduction of water rates in that 
city. On November 17th the city of Summit 
officially joined with other communities in 
petitioning the state commission for a re- 
duction in water rates charged by the Com- 
monwealth Water Company. -A dispatch in 
the Orange Courier of November 23rd re- 
vealed that the West Orange city commission 
will mark time in its efforts to obtain lower 
water rates from the Commonwealth Water 
Company until after the state commission 
has completed its inventory of the utility’s 
property. 

Meantime five mainland cities—Absecon, 
Pleasantville, Northeld, Linwood, and Somers 
Point—were assured by Mayor Bacharach 
of Atlantic City that their request for re- 
duced costs in water supplies would be effec- 
tive before December Ist. Following a 
meeting of the state commission in Newark, 
Mayor Bacharach, who is a member of the 
commission, advised his office that the At- 
lantic County Water Company had signified 
its intention to effect a reduction in existing 
rates for the various communities mentioned. 


New York 


trical utility as an exception to the general 
rule in a feature article in the Wall Street 


Praise for Jamestown Municipal 
Utility 

ORMER Interstate Commerce Commissioner 

Thomas F. Woodlock, who is usually 


opposed to governmental operation of utili- 
ties, praised the Jamestown municipal elec- 


Journal of November 21st. Some time ago, 
it appears that the Niagara, Lockport 

Ontario Power Company, operating in James- 
town in competition with the municipal 
plant, complained to the New York com- 
mission that the rates which the city plant 
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put into effect were less than the cost of the 
electricity. The commission ordered an in- 
vestigation of the complaint, and has recently 
issued a report showing that the charges 
have been unfounded. Mr. Woodlock stated 
that “businesslike” management is usually un- 
available in municipal utility operations, but 
this should in no way detract from the just 


praise due the Jamestown “business” men 
who conduct the city’s affairs. As a matter 
of fact, he said that the city’s administration 
as a whole was “redolent of that qualit 

which people have in mind when they sig 
for more business in government and less 
government in business.” The accuracy of 
the city’s accounting was noted with favor. 


North Carolina 


Lower Electric Rates Result 
from Commission Parley 


No Carolina’s Corporation Commission 
has obtained substantial voluntary re- 
ductions in rates from three of the five large 
public utilities doing business in that state, 
according to a dispatch in the New York 
Times on November 27th, but some criticism 
has already broken out because of the condi- 
tions imposed by the Duke Power Company, 
largest and most powerful of the utilities 
involved. The Duke Company, which is 
closely allied with the Duke Foundation, 
benefactor of Duke University and numerous 
orphanages and hospitals, insisted upon an 
agreement giving it the right automatically to 
increase its rates to the extent of any new 
or additional taxes which may hereafter be 


imposed by either the legislature or Congress. 
Such increases may be put 
simultaneously with the assessment of any 
added taxes and may be disturbed by the 
commission only after a hearing. This con- 
dition, which was accepted by the commis- 
sion, has been regarded in some quarters as 
an effort to bind the hands of the legislature 
convening in January and to ally the utility’s 
consumers against tax proposals. The reduc- 
tions themselves, however, were quite sub- 
stantial, according to Dr. Charles E. Waddell, 
who pointed out that the new schedule puts 
the Duke Company charges well below the 
average for 177 cities of over 50,000 popula- 
tion, which the commission had adopted as 
a standard. The reductions have been ob- 
tained very quickly and inexpensively. (For 
similar rate reduction proposals in South 
Carolina see “Latest Utility Rulings.”) 


North Dakota 


nies serving these towns was $1,737,531.52. 
Had the individual plants still been in op- 


Large Power System Found 
Cheaper for Towns 


HE North Dakota Board of Railroad 

Commissioners, according to a recent 
statement in the Dennison (Ohio) Paragraph, 
recently made a study of electric rates in 
towns which are now served by transmission 
lines of large systems, where they had pre- 
viously been served by small individual plants. 
In the case of 252 towns of 1,500 or less popu- 
lation, 12,310,170 kilowatt hours of power 
were sold. The gross revenue to the compa- 


e 


eration, the total paid would have been 
$2,125,300.83. As a result, the people of these 
towns saved $387,769.31. In the case of the 
entire state of North Dakota, the purchasers 
of electric power paid the utilities $3,781,217.72. 
Had the rates prevailing in 1921—when a 
great many individual plants were in use— 
been charged, the cost would have been 
$5,981,095.03. It was accordingly estimated 
that the people of North Dakota had saved 
approximately $2,199,877.31 through service 
by larger power systems. 


Ohio 


Antimerchandising Legislation 
Considered 


pyre utilities in Ohio would be prohibited 
from engaging in any wholesale or retail 


merchandising under an amendment to the 
public utility code which will be introduced 
in the next legislature. The amendment has 
been drawn by the Ohio Council of Retail 
Merchants following conferences with repre- 
sentatives of the Ohio Hardware Association, 
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Ohio Retail Furniture Association, Ohio Dry 
Goods Association, and other organizations, 
according to a special dispatch to the Wall 
Street Journal on November 23rd. 


¥ 


Former Utility Attorney Urges 
Rate Cut 


| promt yr requests’ by the Akron City 
council for a reduction in electric rates, 
Vice President L. G. Tighe, of the Ohio Edi- 
son Company indicated that the company 
did not intend to offer any reduction in do- 


mestic rates at this time, replying that the 
present period is inopportune for putting into 
effect lower rate schedules. Tighe also indi- 
cated that the company did not believe that 
the street lighting costs could be lowered or 
that the demand charge in commercial ac- 
counts should be eliminated at this time. The 
city council considered a request from Nation 
O. Mather, for sixteen years chief of counsel 
for the Northern Ohio Power & Light Com- 
pany which is a predecessor of the present 
Ohio Edison Company, that an ordinance be 
enacted forthwith slashing existing light rates 
“by such a percentum as represented by the 
decline in commodity costs over the last 5- 
year period.” 


€ 
Pennsylvania 


Senate Probe of Commissioner’s 
Accounts Halted 


Gomer for further inquiry into public 
utility operation in Pennsylvania, particu- 
larly into the legal aspects of nonresident 
holding companies that were actually operat- 
ing companies, were made on November 18th 
to the Rial Senate Investigating Committee 
by its counsel, Oliver K. Eaton. The counsel 
suggested that the public service commission 
and Attorney General Schnader be requested 
to codperate in investigating the status of 
holding companies in Pennsylvania. Acting 
Chairman Samuel W. Salus said that the 
members present were not the full member- 
ship and suggested that the questions raised 
be placed before the full committee. 
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Subsequently (on December Ist) it was 
learned that temporary injunctions were is- 
sued by the Dauphin county court to restrain 
the Senate committee from subpcenaing the 
bank account records of S. Ray Shelby, 
member of the Pennsylvania commission, 
and James S. Benn, former commissioner. 
The injunctions also restrain the committee 
from making use of an appropriation of 
$100,000 made by the legislature for the 
expense of the investigation of the utilities 
and the commission. It was alleged that 
the legislature’s action was illegal because not 
included in Governor Pinchot’s call for a 
special session. The court held that it was 
improper to make public the private affairs 
of commissioners by exposing their personal 
records. All bank accounts of living com- 
missioners had been subpoenaed. 


Virginia 


City Group to Demand Utility 
Rate Probe 


tr the basis of a report by John Bauer, 
director of the American Public Utilities 
Bureau of New York city to the effect that 
costs of electrical power in Virginia “are 
far out of proportion with present costs and 


purchasing power” the thirty members of 
the League of Virginia Municipalities who 
paid for the Bauer report will ask the state 
corporation commission to make an inquiry 
into the rates charged by the utilities operat- 
ing in the state, according to the dispatch 
from the Richmond Times Dispatch. A 
request for such an inquiry virtually was 


assured last September when the league’s 
executive committee voted to employ an ex- 
pert to examine the rate schedules. The 
expert chosen was Mr. Bauer who charged 
in his address at Charlottesville on October 
20th that the state commission had signally 
failed to protect the public because of its 
lack of any straight cost system, trained 
personnel in the commission, or any methods 
of penetrating the ramifications of the com- 
plicated bookkeeping which, he said, was em- 
ployed under the holding corporation system. 
The specific question put to Mr. Bauer’s 
bureau was whether the municipality would 
be justified in undertaking formal proceed- 
ings for reduction in rates. The answer 
was ‘yes.” 
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Texas Regulation of Private Motor Carriers Sustained 


B’ far one of the most important 
regulatory decisions in many 
weeks was the opinion of the United 
States Supreme Court laid down De- 
cember 5, 1932, affirming an opinion 
of the Federal district court in Stephen- 
son v. Binford (53 F. (2d) 509, P.U.R. 
1932A, 1) which in turn sustained the 
constitutionality of a Texas statute 
regulating private motor carriers. 

The law authorizes the Texas com- 
mission to prescribe minimum rates 
collected by contract carriers and pro- 
hibits operation of such private car- 
riers unless and until issued certificates 
by the commission. The commission, 
in turn, is forbidden to issue such per- 
mits for private contract service over 
routes where service rendered by exist- 
ing common carriers is satisfactory. 

Stephenson and other private carriers 
sought without success in the lower 
court an injunction to restrain the en- 
forcement of this law on the ground 


e 


that it was an unconstitutional attempt 
of the Texas legislature to prevent the 
operation of trucks over the highways 
pursuant to private contracts with ship- 
pers. Justice Sutherland, rendering the 
court’s opinion (Justice Butler dis- 
sented), upheld the law as a constitu- 
tional exercise of the state’s right to 
conserve its highways and not an at- 
tempt to change private carriers into 
common carriers by legislative fiat 
(attempted in Smith v. Cahoon, 283 
U. S. 553, P.U.R.1931C, 448, in which 
a Florida statute was declared uncon- 
stitutional, Frost v. Corporation Com- 
mission (1927) 274 U. S. 719, involv- 
ing a California statute and other 
cases cited by the appellants). In the 
Texas statute the difference between 
the private and common carrier was 
expressly declared and a separate pro- 
gram of regulation specifically applied 
to each class. Stephenson v. Binford, 
United States Daily, December 6, 1932. 


The Right to Cut Off Service to Delinquent Premises 
under a Receivership 


sh court of appeals, highest court 
of New York state, has definitely 


decided the question of whether a utility 
has the right under its own rules to 
shut off a supply (in this case a supply 
of water) into mortgaged premises for 
the failure of a receiver of rents in pos- 
session thereof after demand to pay 
the water charges which have accumu- 
lated against the owner of such prem- 
ises prior to the appointment of the 
receiver. 

This case arose upon the motion of 
the water company in a mortgage fore- 
closure action to shut off the supply 


for nonpayment by the receiver of 
rents to pay a bill for service rendered 
to the premises prior to the date of his 
appointment. Liability for service ren- 
dered subsequent to that date was con- 
ceded. The court reversed a lower rul- 
ing and denied the motion pointing out 
that to force the receiver to pay the 
utility’s prior claims could in effect give 
a lien upon the property which, admit- 
tedly, the water company would not 
have under the prevailing law of New 
York state. Title Guarantee & Trust 
Co. v. 457 Schenectady Ave. Inc. et al. 
257 N.Y. Supp. 413. 
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Utility Rule against Submetering Sustained on Appeal 


N ordinance of the city of Miami, 
Florida, authorizes the Florida 
Power & Light Company to prescribe 
reasonable rules and regulations for the 
management, operation, and control of 
its service. The Florida state commis- 
sion does not have jurisdiction over 
such operations. Acting under the 
power thus given, the companies 
adopted a regulation to the effect that 
gas service purchased from the com- 
pany should be used by the consumer 
only for the purposes specified in the 
applications of service, and not sold or 
otherwise disposed of by the consumer. 
There was a further regulation prohib- 
iting the consumer or the consumer’s 
agents from remetering either gas or 
electricity for the purpose of selling or 
otherwise disposing of either gas or 
electric service to tenants, or lessees, or 
others with whom the person applying 
for service might deal. 
A consumer of the company who was 
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unwilling to abide by these regulations 
had applied for a writ of alee to 
compel the company to extend service, 
taking the position that the utility’s 
regulations were unreasonable. A lower 
court granted the writ. On appeal the 
attorney general of the state appeared 
on behalf of the public because of the 
possibility that regulation might be 
placed beyond the control of public au- 
thority if the practice of submetering 
were upheld. The supreme court of 
Florida reversed the lower court’s de- 
cision and held that it is entirely lawful 
and reasonable, in the absence of a 
valid statute or franchise obligation to 
the contrary, for a public utility com- 
pany to refuse to extend its service to 
one who proposes to resell it in com- 
petition with it, even though he might 
seek to obtain only the finished product 
delivered at his door. Florida Power & 
Light Corp. v. State ex rel. Malcolm et 
al. 


Tax Conditions Causes Rejection of Voluntary Rate Reductions 


HE South Carolina commission 

has rejected proposed reductions 
in electric rates submitted by the Duke 
Power Company, Southern Public Utili- 
ties Company, and the Broad River 
Power Company. 

The fact that the utilities stipulated 
in their offers that the proposed rates 
should be increased to the extent of any 
increases in Federal or state taxes was 
held to effect automatic rejection of the 
proposals. 
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The schedules proposed were the 
same as those recently approved by the 
North Carolina Corporation Commis- 
sion. The company claimed that these 
schedules would effect reductions to 
consumers in South Carolina of ap- 
proximately $450,000 a year. The 
schedule proposed by the Broad River 
Power Company was alleged to reduce 
charges to all customers by an aggre- 
gate of about $90,000 a year. Re Duke 
Power Co. et al. 


Municipal Acquisition as Reason for Denying Rate Cut 


J. Sapiens gen acquisition of privately 
owned gas utility properties by 
the city of Indianapolis was the princi- 
pal reason given by the Indiana com- 
mission for denying the petition of 
various industrial consumers for a re- 
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duction in rates by the Citizens Gas 
Company. The gist of the commission’s 
decision was as follows: 

“The commission takes judicial knowl- 


edge of the fact that before said utility 
property can be transferred to and ac- 
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quired by the city of Indianapolis in line 
with the decision of the Supreme Court of 
the United States, certain financing will 
have to be done. The question is, how can 
it be done under existing circumstances? 
All utilities, not only in Indiana but 
throughout the entire country, are faced 
with the difficult problems of how to fi- 
nance the betterments and _ extensions 
which were commonly charged to capital 
account, and how to sell securities—the 
sale of which is controlled entirely by the 
buyer. Under the Indiana law, no money 
can be taken out of operating revenue de- 
rived from the patrons to make betterments 
and extensions; therefore, during the past 
year such improvements have been prac- 
tically discontinued. In the instant case, 
the city of Indianapolis could issue bonds 
to acquire said property or to make better- 
ments and extensions. Said municipal 
bonds would be exempt from taxation, yet 
the sale of them would be difficult; and if 
nontaxable securities cannot be sold, what 
are the chances for a private corporation 
to dispose of its bonds, either for the ac- 
quirement of new property or for better- 
ments and extensions, when the statute 
does not exempt the bonds of private cor- 
porations from taxation? 

“In spite of these conditions, there is an 
almost universal demand for betterments 


and extensions, for improved service, and 
for decreased rates. The utilities are at a 
stand-still. They cannot even contemplate 
plans for improvement until they are as- 
sured of the sale of their securities at a 
reasonable discount; and, on the other 
hand, the purchaser demands that the util- 
ity have a reasonable return on the reason- 
able value of its property, and that his pur- 
chase of securities be protected from every 
standpoint, otherwise he will not buy. 
“These are the serious economic and fi- 
nancial problems which now confront the 
respondent Citizens Gas Company, and 
which are delaying the consummation of 
the transfer of the property. If the com- 
mission should grant the prayer of peti- 
tioners for reduced rates, when the utility’s 
books already show a deficit of $109,254.74 
for the year 1931, it would be adding inter- 
ference to the acquisition of the property 
by the city of Indianapolis. It is obvious 
that if the city of Indianapolis is unable 
to acquire the property under the present 
rate, a lower rate would work an irrepar- 
able wrong, as well as prolong indefinitely 
the transfer of the property which the Su- 
preme Court of the United States has de- 
cided the city of Indianapolis should have.” 


Virginia Sweet Foods, Inc. et al. v. 
Citizens Gas Co. 
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Petition for Rate Cuts Denied in California 


i. petitions for reduction in 
electric rates which were filed in 
1925 by the city of San Francisco and 
other municipalities, as well as the 
State Grange, the California Railroad 
Commission pointed out that it had 
heretofore ordered reductions by the 
Pacific Gas & Electric Company 
amounting to $2,000,000, which order 
was followed by a further reduction 
of $2,100,000, and that reductions of 
$332,000 a year were ordered for the 
Great Western Power Company, ac- 
cording to a dispatch of December Ist 
to the United States Daily. Subse- 
quently the petitioners sought additional 
reductions, while counsel for the Pacific 
Gas & Electric Company claimed that 
there have been reductions in the ag- 
gregate amount of $6,000,000 a year 
since the cases were started in 1925. 
The commission’s dismissal order 
stated that it was unwilling to adopt 


the method of fixing public utility rates 
on the basis of earnings available for 
payment of dividends. At the same 
time the commission, on its own motion, 
ordered an investigation into the rea- 
sonableness of the rules, classifications, 
charges, practices, and services of the 
natural gas operations of the Pacific 
Gas & Electric Company and the San 
Joaquin Light and Power Corporation. 

The commission stated that, while it 
is not concerned over the protection of 
the present 8 per cent dividend rate of 
Pacific Gas & Electric Company, it is 
unwilling to follow the method pro- 
posed for rate making. It was pointed 
out that it does not appear from the 
record that the earnings of these com- 
panies upon any reasonable consoli- 
dated rate base would in 1932 materi- 
ally exceed 6.75 per cent. Such an 
earning, in view of the downward trend 
of the company’s revenue and other 
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conditions, could not justify an order 
at this time reducing further the elec- 


tric rates. San Francisco et al. v. 
Pacific Gas & Electric Co. 


Reproduction Cost Valuation Rule Reluctantly Followed 


HE established method, under the 

decisions of the United States Su- 
preme Court, of the value of utility 
property in a rate proceeding does not 
meet the approval of the Maryland 
commission, but in view of the court 
decisions on the subject, the commis- 
sion, in its recent order fixing the fair 
value for rate making of the property 
of the Potomac Edison Company stated 
that “nothing can be done about it” ex- 
cept to follow the ruling of the highest 
court. 

The commission indicated that it 
would prefer to adopt the “prudent in- 
vestment” method, stating that the re- 
production cost theory as conceived by 
the company and set forth by its princi- 
pal witnesses appeared “to be the most 
fantastic distortion of the theory ever 
seriously proposed to this commission.” 
The commission pointed out that the 
theory of establishing value to be used 
as a rate base by estimating what it 
would cost to reproduce property as of 
a given date was regarded by many able 
and thoughtful men as unsound eco- 
nomically, legally, and in the light of 


reason. The opinion further stated: 


“This commission accepts the doctrine as 
laid down by the court in good faith and 
abides by it, even though it feels that it 
would have been better for the public and 
the utilities alike if the court had ruled at 
the outset that a utility, charged with the 
public interest from the beginning, is en- 
titled to earn only a fair return on the 
money fairly and honestly invested in it; 
no more when commodity prices are high, 
= no less when commodity prices are 
ow. 


The commission also pointed out that 
in view of the prevailing state of the 
law, nothing could be done if the utili- 
ties find that their capitalization, based 
upon what their properties actually cost, 
is in excess of what is found to be the 
present value of such properties in view 
of the declining trend in commodity and 
labor prices. The commission fixed the 
rate value for the company and its sub- 
sidiaries at $15,682,043 as of June 30, 
1931. This figure is nearly $10,000,000 
less than that claimed by the utility. 
The properties include electric, railway, 
gas, steam heat, and bus property. Re 
Potomac Edison Co. et al. 


Stricter Regulation of Trucks in Pennsylvania 


A’ the result of the constantly in- 
creasing volume of commercial 
motor trucking upon the highways, the 
Pennsylvania Public Service Commis- 
sion has found it necessary to announce 
new and detailed regulation governing 
such operations within that common- 
wealth. The commission’s latest order, 
to be known as General Order No. 29, 
effective January 1, 1933, applies to all 
transportation of property by common 
carrier trucks between points within 
that state. The order also applies to 
local drayage service within the limits 
of a municipality, as well as to regular 


or occasional operations between towns. 

Every motor truck subject to the 
order will be required to obtain a cer- 
tificate of convenience and necessity be- 
fore operation. Applications for such 
certificates must be accompanied by a 
filing fee of $5. There is an exception, 
however, in favor of motor truckers 
who were engaged in business prior to 
1914, which was the effective date of 
Pennsylvania’s regulatory commission 
law. These exempt truckers are not re- 
quired to secure certificates of conveni- 
ence and necessity, but are otherwise 
subject to the provisions of the new 
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general order and must register their 
status with the commission. 

The motor carriers are required to 
comply with the state motor vehicle code 
as a prerequisite to the right to receive 
a certificate and to make adequate pro- 
vision for public liability insurance to 
the amount of $5,000 for the injury to 
one person and $10,000 for injuries re- 
sulting from any one accident. Prop- 
erty damage insurance must be provided 
for in the amount of $10,000 and cargo 
insurance in the amount of $500. 

After the issuance of the certificate 
the motor truckers are required to have 
their names and certificate number 


painted on the side of each truck in 
letters not less than two inches in 
length and not less than one-half inch ~ 
in width. q 

The order divides motor-trucking 
operations into four classes of certifi- 
cates of convenience and necessity: (1) 
Transportation over definite routes or — 
between fixed termini; (2) Transpor- ” 
tation between points within a desig- ~ 
nated area; (3) Transportation from a | 
given point to other points within the — 
state upon call; (4) Special certificates 
for special type of service. The order 
was adopted after numerous hearings. ~ 
Re General Order No. 29. 


e 


Other Important Rulings 


of oe Illinois commission issued an 

order on November 28th directing 
the Commonwealth Edison of Chicago 
to give its customers the privilege of 
determining whether they will pay for 
their electric light bulbs with their bills 
for electricity, or pay smaller bills and 
buy their own bulbs. The lamp service 
charge system has been in effecte in 
Chicago and adjoining territory for a 
number of years. The commission or- 
der reduces the energy rate by .15 cents 
per kilowatt hour when, and if, a cus- 
tomer elects to furnish his own bulbs. 
Re Commonwealth Edison Co. 


According to a dispatch to the Wall 
Street Journal on November 22nd, 
holding that the public service commis- 
sion of Wisconsin did not have suffi- 
cient grounds for suspending the 
broker’s license of Halsey Stuart & Co., 
Judge A. C. Hoppmann of the Dane 
County Circuit Court has issued an in- 
junction giving the investment house 
full right to resume business in Wis- 
consin. Halsey Stuart & Co. v. Com- 
mission. 


According to a bulletin issued by 
General Solicitor Benton of the 


N.A.R.U.C., the Federal Power Com- 
mission on November 12th adopted a 
resolution to exercise jurisdiction over 
securities issues authorized by the Fed- 
eral Water Power Act. The resolution 
provides, however, that the commission 
will not exercise such jurisdiction (1) 
where there is a state commission au- 
thorized to regulate the amount and 
character of the securities proposed to 
be issued in the state in which the licen- 
see is operating, and (2) where the 
power generated by the licensee enters 
into interstate commerce, and the states 
concerned agree on the amount and 
character of securities proposed to be 
issued. Re Jurisdiction over Security 
Issues. 


In 1929 the Pennsylvania commission 
was so swamped by requests for infor- 
mation by representatives of holding 
companies seeking to acquire control of 
operating utilities that it had to make 
an order restricting access to reports 
filed by public service companies. Such 
a condition no longer exists in the 
opinion of the commission and on No- 
vember 29th it announced that it had 
rescinded its former order. Re Ac- 
counts of Public Service Companies. 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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